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BUDGETING AND ACCOUNTING 


TUESDAY, MARCH 20, 1956 


Untrep Srates SENATE, 
SUBCOMMITTEE ON REORGANIZATION OF THE 
COMMITTER ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met, pursuant to call, at 10 a. m., in room 357, 
Senate Office Building, Washington, D. C., Senator John F, Kennedy 
(chairman of the subcommittee), presiding. 

Present: Senator John F. Kennedy. Democrat, Massachusetts; Sen- 
ator Stuart Symington, sag rat, Missouri; Senator Norris Cotton, 
Republican, New Hampshire. 

Present also: Miles Sc ‘ull, Jr., professional staff member; Glenn K. 
Shriver, professional staff member ; Mrs. Kathryn M. Keeney, clerical 
assistant. 

Senator Kennepy. The subcommittee will come to order. 

This hearing has been called to consider recommendations made by 
the Hoover Commission relating to the Federal Government’s budgét- 
ing, accounting, and fiscal reporting programs. 

Four bills which would implement the Commission’s recommenda: 
tions in these important areas will be considered during the hearing. 
They are: 

S. 3362, which would expedite the payment of certified claims 
against the Government for which appropriations have lapsed ; 

S. 3199, which would require agencies in the executive branch 
to establish cost-based budgets, maintain their accounts on an 
accrued basis, create a staff office of accounting in the. Bureau 
of the Budget; and make certain other changes in budgeting and 
accounting procedures; and 

S. 2480 and S. 2369, which are identical bills, and which also 
wea establish a staff office of accounting in the Bureau of the 

udget. 

The first part of the hearing this morning will be devoted to S. 3362; 
which relates to the payment of certified claims. 

I am advised that this bill has the approval of the Bureau of the 
Budget, the General Accounting Office, and the Treasury Department, 
subject to certain technical changes which the subcommittee will cons 
sider at this time. 

These agencies agree that the accounting improvements incorpd- 
rated in.this measure will greatly facilitate the payments of claims 
and substantially reduce the administrative expenses of handling 
them—without the sacrifice of appropriate safeguards. 

When we have concluded the testimony on §, 3362, we will take up 
S.3199,S. 2480 and S. 2369. 
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2 BUDGETING AND ACCOUNTING 


At this point, the chair desires to place in the record copies of 
S. 3362, S. 3199, S. 2480, and S. 2369, along with pertinent memoranda 


prepared by the subcommittee staff. 


(The matter referred to is as follows :) 


[S. 3362, 84th Cong., 2d sess.] 
A BILL To simplify accounting, facilitate the payment of obligations, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, except as otherwise provided by law, 
(a) the account of each appropriation available for obligation for a definite 
period of time shall, upon the expiration of such period, be closed as follows: 

(1) The obligated balance shall be transferred to an appropriation account of 
the activity responsible for the liquidation of the obligations, in which account 
shall be merged the amounts so transferred from all appropriation accounts for 
the same general purposes ; and 

(2) The remaining balance shall be withdrawn and, if the appropriation was 
derived in whole or in part from the general fund, shall revert to such fund, but 
if the appropriation was derived solely from a special or trust fund, shall revert, 
unless otherwise provided by law, to the fund from which derived. 

(b) The transfers and withdrawals required by subsection (a) of this section 
shall be made— 

(1) not later than September 30 of the fiscal year immediately following 
the fiscal year in which the period of availability for obligation expires, in 
the case of an appropriation available both for obligation and disbursement, 
on or after the date of approval of this Act ; or 

(2) not later than September 30 of the fiscal year immediately following 
the fiscal year in which this Act is approved, in the case of an appropriation 
which, on the date of approval of this Act, is available only for disbursement. 

(c) For the purposes of this Act, the obligated balance of an appropriation 
account shall be the amount of unliquidated obligations applicable to such ap- 
propriation less the amount collectible as repayments to the appropriation as of 
the close of the fiscal year as reported pursuant to section 1311 (b) of the 
Supplemental Appropriation Act, 1955 (68 Stat. 830; 31 U.S. C. 200 (b)). Collec- 
tions authorized to be credited to an appropriation but not received until after 
the close of the fiscal year in which such appropriation expires for obligation 
shall, unless otherwise authorized by law, be credited to the appropriation 
account into which the obligated balance has been or will be transferred, pur- 
suant to subsection (a) (1), except that collections made by the General Ac- 
counting Office for other Government agencies may be deposited into the Treasury 
as miscellaneous receipts. 

(d) The transfers and withdrawals required pursuant to subsection (a) of 
this section shall be accounted for and reported as of the fiscal year in which the 
appropriations concerned expire for obligation, except that such transfers of ap- 
propriations described in subsection (b) (2) of this section shall be accounted 
for and reported as of the fiscal year in which this Act is approved. 

Src. 2. Each appropriation account established pursuant to this Act shall be 
accounted for as one fund and shall be available without fiscal year limitation 
for payment of obligations chargeable against any of the appropriations from 
which such account was derived. Subject to regulations to be prescribed by the 
Comptroller General of the United States, payment of such obligations may be 
made without prior action by the General Accounting Office, but nothing contained 
in this Act shall be construed to relieve the Comptroller General of the United 
States of his duty to render decisions upon requests made pursuant to law or to 
abridge the existing authority of the General Accounting Office to settle and 
adjust claims, demands, and accounts. 

Sec. 3. (a) Appropriation accounts established pursuant to this Act shall be 
reviewed periodically but at least once each fiscal year, by each activity re- 
sponsible for the liquidation of the obligations chargeable to such accounts. If 
the undisbursed balance in any account exceeds the obligated balance pertaining 
thereto, the amount of the excess shall be withdrawn in the manner provided by 
section 1 (a) (2) of this Act; but if the obligated balance exceeds the undisbursed 
balance, the amount of the excess shall be transferred to such account from the 
appropriation currently available for the same general purposes. A review 
shall be made as of the close of each fiscal year and the transfers or withdrawals 





3 
4 
3 


BUDGETING AND ACCOUNTING 3 


required by this section accomplished not later than September 30 of the follow- 
ing fiscal year, but the transactions shall be accounted for and reported as of the 
close of the fiscal year to which such review pertains. A review made as of any 
other date for which transfers or withdrawals are accomplished after September 
30 in any fiscal year shall be accounted for and reported as transactions of the 
fiseal year in which accomplished. 

(b) Whenever a payment chargeable to an appropriation account established 
pursuant to this Act would exceed the undisbursed balance of such account, the 
amount of the deficiency may be transferred to such account from the appropri- 
tion currently available for the same general purposes. Where such deficiency 
is caused by the failure to collect repayments to appropriations merged with 
the appropriation account established pursuant to this Act, the amount of the 
deficiency may be returned to such current appropriation if the repayments are 
subsequently collected during the same fiscal year. 

(c) In connection with his audit responsibilities, the Comptroller General of 
the United States shall report to the head of the agency concerned, to the Secre- 
tary of the Treasury, and to the Director of the Bureau of the Budget, respecting 
operations under this Act, including an appraisal of the unliquidated obligations 
under the appropriation accounts established by this Act. Within thirty days 
after receipt of such report, the agency concerned shall accomplish any actions 
required by subsection (a) of this section which such report shows to be necessary. 

Sec. 4. During the fiscal year following the fiscal year in which this Act be- 
comes effective, and under rules and regulations to be prescribed by the Comp- 
troller General of the United States, the undisbursed balance of the appropriation 
account for payment of certified claims established pursuant to section 2 of the 
Act of July 6, 1949 (63 Stat. 407; 81 U. S. C. 712b), shall be closed in the manner 
provided in section 1 (a) of this Act. 

Seo. 5. The obligated balances of appropriations made available for obligation 
for definite periods of time under discontinued appropriation heads may be 
merged in the appropriation accounts provided for by section 1 hereof, or in one 
or more other accounts to be established pursuant to this Act for discontinued 
appropriations of the activity currently responsible for the liquidation of the 
obligations. 

Sgo. 6. The unobligated balances of appropriations which are not limited to a 
definite period of time shall be withdrawn in the manner provided in section 
1 (a) (2) of this Act whenever the head of the agency concerned shall determine 
that the purpose for which the appropriation was made has been fulfilled or will 
not be undertaken or continued; or, in any event, whenever disbursements have 
not been made against the appropriation for two full consecutive fiscal years: 
Provided, That amounts of appropriations not limited to a definite period of time 
which are withdrawn pursuant to this section or were heretofore withdrawn 
from the appropriation account by administrative action may be restored to the 
applicable appropriation account for the payment of obligations and for the 
settlement of accounts. 

Src. 7. The following provisions of law are hereby repealed. 

(a) The proviso under the heading “Payment of certified claims” in the Act 
of April 25, 1945 (59 Stat. 90; 31 U.S. C. 690) ; 

(b) Section 2 of the Act of July 6, 1949 (63 Stat. 407; 31 U. S. C. 712b), but 
the repeal of this section shall not be effective until June 30, 1957 ; 

(c) The paragraph under the heading “Payment of certified claims” in the 
Act of June 30, 1949 (63 Stat. 358; 31 U. 8. C. 712c) ; 

(d) Section 5 of the Act of March 3, 1875 (18 Stat. 418; 31 U. 8. C. 713a) ; and 

(e) Section 3691 of the Revised Statutes, as amended (31 U. C. C. 715). 

Seo. 8. The provisions of this Act shall not apply to the appropriations for the 
District of Columbia. 


{S. 3199, 84th Cong., 2d sess.] 


A BILL To improve governmental budgeting and accounting methods and procedures, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


AMENDMENTS TO THE BUDGET AND ACCOUNTING ACT, 1921 


SecTION 1. (a) Section 213 of the Budget and Accounting Act, 1921, as amended 
(31 U. S. C. 21), is amended by adding at the end thereof the following: “The 
Director shall utilize information obtained under this section, among other pur- 
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poses, to prepare comprehensive reports, other than purely fiscal reports, showing 
the financial results of the activities of the departments and establishments. 
Such reports shall be prepared on a fiscal year basis, or at such shorter intervals 
as the Director may deem practicable, and shall be transmitted to the President 
and to the Congress.” 

(b) Section 216 of such Act, as amended (31 U. S. C. 24), is amended to read 
as follows: 

“Sec. 216. (a) For purposes of administration and operation, cost-based budgets 
shall be used by all departments and establishments and their subordinate units. 
Fund allocations within the departments and establishments shall be made on 
the basis of such cost budgets. 

“(b) Subordinate operating units within a department or establishment shall 
submit quarterly performance reports to the head of such department or estab- 
lishment, and the head of each department or establishment shall submit a report 
to the bureau, not later than September 30 of each year, on the conduct of its 
operations in the preceding fiscal year. The bureau shall, on the basis of such 
reports, submit an annual performance report te the President for all the depart- 
ments and establishments. 

“(ce) Requests for regular, supplemental, or deficiency appropriations which 
are submitted to the bureau by the head of any department or establishment shall 
be prepared on a cost basis and shall include such data and be submitted 
in such manner as the President may determine in accordance with the provisions 
of section 201 of this Act. 

“(d) The Budget, required by section 201 of this Act to be transmitted to the 
Congress, shall contain information on program costs and accomplishments, and 
a review of performance by organizational units whenever such units do not 
coincide with performance budget classifications.” 

(c) Title II of such Act, as amended, is amended by adding at the end thereof 
a new section as follows: 

“Sec. 218. The director, under such rules and regulations as the President may 
prescribe, shall designate and assign qualified personnel of the bureau to serve in 
the principal departments and establishments, as determined by the President, 
for the purpose of maintaining a continuous review by the bureau of budget 
preparation and administration within any such department or establishment, 
and to further assist the bureau in carrying out its managerial functions and 
responsibilities. Not more than two persons for each principal subdivision of 
a department or establishment shall be assigned by the director to any one depart- 
ment or establishment, and, insofar as practicable, persons so assigned to any 
department or establishment shall possess the combined skills of the statistician, 
eost accountant, administrative expert, and program analyst. No such person 
shall be so assigned to any department or establishment for more than two 
consecutive years.” 


AMENDMENTS TO THE BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Sec. 2. (a) Section 104 of the Budget and Accounting Procedures Act of 1950 
(31 U. S. C. 18a) is amended by adding at the end thereof a new sentence as 
follows: “Each executive agency of the Government shall, under the general 
supervision of the Director of the Bureau of the Budget, take whatever action 
may be necessary to achieve, insofar as is possible, consistency in its organiza- 
tional structure, budget classifications, and accounting systems.” 

(b) Section 113 of such Act (31 U. 8S. C. 66a) is amended by adding at the end 
thereof the following new subsection : 

“*(c) As soon as practicable after the date of enactment of this subsection, the 
head of each executive agency shall, in accordance with standards prescribed by 
the Comptroller General, cause the accounts of such agency to be maintained 
on an accrual basis to show currently, completely, and clearly the resources, 
liabilities, and costs of operations of such agency with a view to facilitating the 
preparation of cost-based budgets and agency reports as required by section 216 
of the Budget and Accounting Act, 1921. The accounting system required by this 
subsection shall include adequate monetary property accounting records as an 
integral part of the system.” 

(ec) Such Act is further amended by adding after section 119 thereof the fol- 
lowing new sections: 
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“STAFF OFFICE OF ACCOUNTING 


“Sec. 120. (a) There is hereby established in the Bureau of the Budget, under 
the supervision of the Director thereof, a Staff Office of Accounting, the head of 
which shall be the Assistant Director of Accounting, to be appointed by the Presi- 
dent, and to receive compensation at the rate of $ per annum. 

“(b) It shall be the duty of the Assistant Director for Accounting— 

“(1) to develop and promulgate an overall plan for accounting and report- 
ing by the various executive agencies which is consistent with the principles, 
standards, and related requirements prescribed by the Comptroller General 
of the United States pursuant to section 112 of this part ; 

“(2) to expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies which are consistent with such overall 
plan ; 

. “(3) to set reasonable and definite schedules for the performance of the 
functions of such agencies and to watch and report on their progress; 

(4) to stimulate the building of competent accounting and auditing 
organizations in such agencies and to assist actively in the selection, training, 
and retention of capable personnel; and 

“(5) to report to the Director of the Bureau of the Budget at least once 
each year, and at such other times as the Director may require, with respect 
to the status of accounting in each of the executive agencies. 


“COMPTROLLERS FOR EXECUTIVE AGENCIES 


“Src. 121. (a) The head of each executive agency is authorized and directed, 
with the advice of the Assistant Director for Accounting, to provide for the ap- 
pointment of a Comptroller who shall be directly responsible to him, and who shall 
have the following functions and duties— 

“(1) to supervise and direct the setting up and maintenance in such 
agency of adequate accounting and auditing systems and procedures in con- 
formity with the overall plan prescribed by the Assistant Director for Ac- 
counting pursuant to section 120 hereof ; 

(2) to direct the recruitment, training, and development of qualified ac- 
eounting personnel for such agency; 

“(3) to develop and be responsible for reliable and informative financial 
reports for internal management purposes and for submission to the Congress 
and the various executive agencies ; 

“(4) to interpret and advise upon significant aspects of the financial re- 
ports of the agency ; and 

“(5) to direct the preparation of budgets at operating levels for the in- 
formation of the head of the agency or other officials responsible for budget 
policies in such agency, and to review the execution of such budgets.” 


SIMPLIFICATION OF ALLOTMENT SYSTEM FOR ALLOCATING FUNDS 


Sec. 3. It is the intent of the Congress that each executive agency, as defined in 
section 118 of the Budget and Accounting Procedures Act of 1950, shall take what- 
ever steps are necessary to simplify the allotment system for ‘allocating funds to 
operating units within such agency, and in making such simplification each 
agency shall work toward the objective of financing each operating unit, at the 
highest practical level, from not more than one allotment for each appropriation 
affecting such unit. 


SINGLE AGENCY ACCOUNTS 


Sec. 4. (a) Pach executive agency, as defined in section 118 of the Budget 
and Accounting Procedures Act of 1950, shall, in accordance with principles and 
standards prescribed by the Comptroller General, maintain a single account under 
each appropriation title or fund. 

(b) This section shall take effect on the first day of the first fiscal year com- 
mencing after the date of enactment of this Act. 


JOINT STUDY BY BUREAU OF BUDGET AND GENERAL ACOOUNTING OFFICE 


Sec. 5. (a) The Director of the Burean of the Budget and the Comptroller 
General shall jointly undertake a study and investigation to determine— - 

(1) what steps can be taken to eliminate (A) duplicate accounts within 

the Treasury Department, and (B) duplicate accounting as between the 
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Treasury Department and the other departments and agencies of the Govern- 
ment ; and 

(2) the adequacy of internal auditing in the executive departments and 
agencies of the Government. 

(b) The Director of the Bureau of the Budget and the Comptroller General 
shall report the results of their study and investigation together with such rec- 
ommendations as they deem appropriate, to the Congress not later than two years 
after the date of enactment of this Act. 


[S. 2480, 84th Cong., 1st sess.] 


A BILL To provide for improving accounting methods in the executive branch of the 
Government, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Budget and Accounting Procedures 
Act of 1950 is hereby amended by adding after section 119 thereof the following 
new sections : 

“STAFF OFFICE OF ACCOUNTING 


“Sec. 120. (a) There is hereby established in the Bureau of the Budget, under 
the supervision of the Director thereof, a Staff Office of Accounting, the head of 
which shall be the Assistant Director of Accounting, to be appointed by the Presi- 
dent, by and with the advice and consent of the Senate, and to receive compensa- 
tion at the rate of $ per annum. 

“(b) It shall be the duty of the Assistant Director for Accounting— 

(1) to develop and promulgate an overall plan for accounting and report- 
ing by the various executive agencies which is consistent with the principles, 
standards, and related requirements prescribed by the Comptroller General 
of the United States pursuant to section 112 of this part ; 

“(2) to expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies which are consistent with such overall 
plan; 

“(3) to set reasonable and definite schedules for the performance of the 
functions of such agencies and to watch and report on their progress ; 

“(4) to stimulate the building of competent accounting and auditing or- 
ganizations in such agencies and to assist actively in the selection, training, 
and retention of capable personnel ; and 

“(5) to report to the Director of the Bureau of the Budget at least once 
each year, and at such other times as the Director may require, with respect 

to the status of accounting in each of the executive agencies. 


“COMPTROLLERS FOR EXECUTIVE AGENCIES 


“Src. 121. (a) The head of each executive agency is authorized and directed, 
with the advice of the Assistant Director for Accounting, to provide for the ap- 
pointment of a Comptroller who shall be directly responsible to him, who shall 
receive compensation at the rate of $ per annum, and who shall have the 
following functions and duties— 

“(1) to supervise and direct the setting up and maintenance in such agency 
of adequate accounting and auditing systems and procedures in conformity 
with the overall plan prescribed by the Assistant Director for Accounting 
pursuant to section 120 hereof ; 

“(2) to direct the recruitment, training, and development of qualified 
accounting personnel for such agency ; 

“(3) to develop and be responsible for reliable and informative financial 
reports for internal management purposes and for submission to the Congress 
and the various executive agencies ; 

“(4) to interpret and advise upon significant aspects of the financial re- 
ports of the agency ; and 

“(5) to direct the preparation of budgets at operating levels for the infor- 
mation of the head of the agency or other officials responsible for budget 
policies in such agency, and to review the execution of such budgets.” 
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[S. 2369, 84th Cong., 1st sess.] 


A BILL To provide for improving accounting methods in the executive branch of the 
Government, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Budget and Accounting Procedures 
Act of 1950 is hereby amended by adding after section 119 thereof the following 
new sections : 

STAFF OFFICE OF ACCOUNTING 


Sec. 120. (a) There is hereby established in the Bureau of the Budget, under 
the supervision of the Director thereof, a Staff Office of Accounting, the head 
of which shall be the Assistant Director for Accounting, to be appointed by the 
President, by and with the advice and consent of the Senate, and to receive 
compensation of $ per annum. 

(b) It shall be the duty of the Assistant Director for Accounting— 

(1) to develop and promulgate an overall plan for accounting and re- 
porting by the various executive agencies which is consistent with the prin- 
ciples, standards, and related requirements prescribed by the Comptroller 
General of the United States pursuant to section 112 of this part; 

(2) to expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies which are consistent with such overall 
plan; 

(3) to set reasonable and definite schedules for the performance of the 
functions of such agencies and to watch and report on their progress; 

(4) to stimulate the building of competent accounting and auditing 
organizations in such agencies and to assist actively in the selection, train- 
ing, and retention of capable personnel; and 

(5) to report to the Director of the Bureau of the Budget at least once 
a year, and at such other times as the Director may require, with respect 
to the status of accounting in each of the executive agencies. 


COMPTROLLERS FOR EXECUTIVE AGENCIES 


Seo. 121. (a) The head of each executive agency is authorized and directed, 
with the advice of the Assistant Director for Accounting, to provide for the 
appointment of a comptroller who shall be directly responsible to him, who shall 
receive compensation at the rate of $ per annum, and who shall have 
the following functions and duties: 

(1) To supervise and direct the setting up and maintenance in such agency 
of adequate accounting and auditing systems and procedures in conformity with 
the overall plan prescribed by the Assistant Director for Accounting pursuant 
to section 120 thereof. 

(2) To direct the recruitment, training, and development of qualified account- 
ing personnel for such agency. 

(3) To develop and be responsible for reliable and informative financial re- 
ports for internal management purposes and for submission to the Congress 
and the various executive agencies. 

(4) To interpret and advise upon significant aspects of the financial reports 
of the agency. 

(5) To direct the preparation of budgets at operating levels for the informa- 
tion of the head of the agency or other officials responsible for budget policies 
in such agency, and to review the execution of such budgets. 





SUBCOMMITTEE ON REORGANIZATION OF THE SENATE COMMITTEE ON GOVERNMENT 
OPERATIONS 


STAFF MEMORANDUM NO, 84—2-3, FEBRUARY 28, 1956 


Subject: Draft of bill relating to the payment of certain claims against the Gov- 
ernment where the appropriation therefor has lapsed. 

The attached draft of a bill was prepared by the General Accounting Office 
in cooperation with the Bureau of the Budget and Department of the Treasury 
for the purpose of improving accounting in accordance with the recommendations 
of the second Hoover Commission, in its report on Budgeting and Accounting. 
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The attached bill would supersede S. 2678, introduced by Senator Smith of New 
Jersey, last July, which is pending before the subcommittee. The agencies re- 
ferred to above, after thorough examination of the problem, have recommended a 
number of significant improvements which it is believed can be handled more 
expeditiously by introduction of a clean bill. 

The revised draft has been cleared by the Bureau of the Budget with all 
affected departments and agencies which are in accord with its objectives. How- 
ever, the Department of Defense has suggested certain technical changes which 
a not been accepted by the Bureau of the Budget or the General Accounting 

ce. 
PURPOSE 


This bill would change the existing requirement of law with respect to appro- 
priations available for a definite period of time, by (1) closing such accounts at 
the end of the obligation period (June 30 each year) instead of at the end of 
2 succeeding years, and (2) by extending indefinitely the authority of the agencies 
to liquidate undisputed liabilities incurred against prior-year appropriations. At 
the present time obligations chargeable to lapsed appropriations are examined 
by the agency and forwarded to the General Accounting Office for approval. They 
are then transmitted to the Treasury where, if funds are available, they are paid ; 
if not available, they are included in a deficiency appropriation request. Under 
the proposed legislation the various agencies of the Government would be per- 
mitted to pay these claims; however, if a question of law or fact is involved 
the claims would be sent to the GAO for approval. 

The bill is designed to improve the appropriation and fund accounting of the 
departments and agencies of the Government, authorize the elimination of 
approximately 35,000 detailed ledger accounts maintained by the General Ac- 
counting Office, Department of the Treasury, and other agencies; and facilitate 
the payment of claims for money due and payable from lapsed appropriations. 
Payment from the lapsed appropriations would be possible by transferring, at 
the end of each fiscal year, the obligated balance of each account to a consolidated 
appropriation account from which agencies would approve claims presented 
for payment after the close of the fiscal year. 

It is understood that the Department of Defense prefers that this draft be 
changed to permit the transfer of lapsed appropriations into one account; 
authority to restore funds to, or in some instances from certain accounts, and 
contends that it needs a year or two lead time prior to implementation of this 
procedure. 

The General Accounting Office reported to the committee that the following 
advantages will accrue to the Government if this proposal is enacted into law: 

(1) We believe that this substitute bill will satisfactorily fulfill the objectives 
of S. 2678, and, in addition, will result in substantial accounting improvements 
which the pending measure does not contemplate. 

(2) Since the “Payment of certified claims” is classified as a Treasury Depart- 
ment appropriation account, the liquidation of outstanding obligations against 
lapsed appropriations is recorded as an expenditure of that Department, rather 
than an expenditure of the agencies benefiting therefrom. This accounting treat- 
ment overstates expenditures of the Treasury Department and correspondingly 
understates expenditures of the agencies which incurred the obligations: 

(3) We believe the legislation which we are proposing is sound in principle 
and will materially advance the cause of accounting improvement in the Gov- 
ernment, with substantial decrease in the cost of administration, and with no 
sacrifice of the appropriation safeguards. 

GLENN K. SHRIVER, 
Professional Staff Member. 


SUBCOMMITTEE ON REORGANIZATION OF THE SENATE COMMITTEE ON GOVERNMENT 
OPERATIONS 


STAFF MEMORANDUM NO, 84—2-—4 


Subject: S. 3362 (Kennedy)—To simplify accounting, facilitate the payment of 
obligations and for other purposes. 

This memorandum is intended to supplement the information eontained in 

staff memorandum 84—2-3, dated February 28, 1956, which contained a brief out- 

line of the salient features of S. 3362 prior to its introduction. in the Senate. 
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This bill will make possible certain improvements in accounting, disbursing and 
fiscal reporting throughout the Government without removing the safeguards 
which are needed to assure that appropriations are controlled in accordance 
with the purpose and intent of Congress. The objectives to be attained by this 
bill have been studied by the Joint Accounting Improvement Committee, com- 
posed of technicians of the Department of the Treasury, Bureau of the Budget, 
and General Accounting Office during the past 5 years. These departments and 
agencies have approved this bill. 

The Hoover. Commission and its task force recommended in its report on 
budget and accounting that the various agencies of the Government be authorized 
to settle delayed bills without prior approval of the General Accounting Office 
and that one account be established for controlling the amount available for 
liquidation of valid obligations. 

The Hoover Commission’s recommendation follows: 

“That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations” (recommendation No. 17). 

The Commission further stated that: 

“All agency disbursements must be related to a legal appropriation. Where 
the appropriations are annual appropriations (as distinguished from no-year 
appropriations) the agencies are authorized to make payments therefrom during 
the fiscal year for which appropriated or during the succeeding 2 fiscal years. 
This results in keeping separate accounts for appropriations, allotments, subal- 
lotments, obligations and related cash payments for each of 3 years. The effect 
is an unnecessary complication in the accounting for disbursements in executive 
agencies and in the separate accounts maintained at the Treasury. 

“The ‘agencies should be authorized to merge the balance of unliquidated 
obligations under any one appropriation title with the latest annual appro- 
priation under that same title. Annual appropriations which are not obligated 
within the appropriation year cease to be available and at the end of such year 
would be eliminated. The remaining balances should be available for liquidation 
of legal abilities until expended or written off.” 

At the present time vouchers which are submitted to the respective agencies 
for payment after the appropriations have lapsed, are referred to the General 
Accounting Office, for review, and clearance before submission to the Treasury 
Department. These vouchers are commonly referred to as “claims,” however 
they are not a “claim” as that term is generally used in the legal profession, 
but merely bills which were submitted for payment after the appropriation has 
lapsed. 

The Hoover Commission considered this procedure of handling so-called claims 
or delayed bills and made the following recommendation : 

“That vouchers which are otherwise valid but as to which appropriations 
have lapsed should not be referred as ‘claims’ to the General Accounting Office, 
but should be settled within the agencies” (recommendation No. 18). 

Section 305 of the Budget and Accounting Act of 1921 provides: 

“All claims and demands whatever by the Government of the United States 
~ against it, * * * shall be settled and adjusted in the General Accounting 
Office.” 

“There are some exceptions. These include the Internal Revenue Service for 
income tax matters; the Railroad Retirement Board for pension claims; the 
Social Security Administration for old-age and survivor insurance claims; and 
the Veterans’ Administration for benefit payments. Otherwise, “claims” made 
against an executive agency are reviewed by the agency concerned and then 
submitted to the General Accounting Office for settlement. Where the claim 
relates to an open appropriation it is, if approved by the General Accounting 
Office, returned to the executive agency for payment. Requests for payment 
under lapsed appropriations are currently designated as “claims” and hence 
are referred to the General Accounting Office. Such claims are, if approved by 
the General Accounting Office recorded in the records of that office. They are then 
referred to the Treasury Department for payment from the “payment of certified 
claims” account. 

“During 1954, 38,000 of the claims received by the General Accounting Office 
related to lapsed appropriations. Approximately 28,000 of them did not involve 


‘This bill would not merge the unliquidated balances of appropriations, but would 
authorize writing off these amounts. However, the obligated balance would be transferred 
to a no-year account for payment of delayed bills. 
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any doubtful or complex matter, It is apparent that under existing procedure 
the General Accounting Office is engaged in examining and settling as “claims” 
many requests for payment which are routine and involve no questions of law 
or fact. Substantial economies would be obtained if the agencies were au- 
thorized to make direct settlement of claims without their prior submission 
to the General Accounting Office, except in those cases involving questions of law 
or fact. If this were done, unexpended balances of closed appropriations which 
are normally transferred to the “payment of certified claims” account maintained 
at the Treasury Department would be retained in the agencies. Agency pro- 
cedures in settling claims would, of course, be subject to review and audit by 
the General Accounting Office ” 


CONCLUSION 


During the last 6 months of 1947 the staff of this committee, at the direction 
of the chairman, made a study of the accounting and financial reporting sys- 
tem of the Government for the purpose of focusing attention on certain orders 
and regulations which compelled the agencies to maintain, duplicate records, 
and prepare certain reports which were of questionable value to the agencies 
concerned. 

As a result of this survey and staff memorandum No. 1 dated August 21, 
1947, the General Accounting Office, Bureau of the Budget and Department of 
the Treasury set up accounting survey committees, which later became the joint 
accounting improvement program, authorized by the Budget and Accounting 
Procedures Act of 1950, Public Law 784, approved September 12, 1950. 

The procedures and methods followed, for the payment of “claims” was one 
of the activities which this group of technicians studied during the past 5 
years, and as a result of its study and discussion with the Hoover Commission 
Task Force on Budgeting and Accounting, the Commission recommended that 
improvement be made to expedite the payment of obligations chargeable to lapsed 
appropriations. 

The General Accounting Office has assured the staff that should this bill be 
enacted into law, it will expedite the payment of old bills, make possible the 
abolition of a substantial portion of the 35.000 accounts now required for payment 
of these bills, and save manpower and reduce administrative expenses in the 
General Accounting Office and in other departments and agencies. 


GLENN K. SHRIVER, 
Professional Staff Member. 


SUBCOMMITTEE ON REORGANIZATION OF THE SENATE COMMITTEE ON 
GOVERNMENT OPERATIONS 


STAFF MEMORANDUM NO. 84—2—5, MARCH 7, 1956 


Subject: S. 2369 (Smathers for Kennedy), to provide for improving accounting 
methods in the executive branch of the Government, and for other purposes. 


PURPOSE 


8. 2369 is designed to implement recommendations Nos. 10, 11, and 12 of the 
Second Hoover Commission Report on Budget and Accounting. SS. 2480 (Mc- 
Carthy), is identical. The purpose of S. 2369 is to authorize the establishment 
of a Staff Office of Accounting in the Bureau of the Budget, the head of which 
would be an Assistant Director appointed by the President and confirmed by the 
Senate. This official would be responsible for developing and promulgating over- 
all accounting and reporting procedures, and would assist in introduction of 
modern accounting systems, follow-up on performance by the various agencies, 
assist in selection and training of accountants, and make such reports as are re- 
quired by the Director of the Bureau of the Budget. 

Section 121 of the bill would authorize the head of each agency to appoint a 
comptroller for his department, after consultation with the Assistant Director of 
the Bureau of the Budget for Accounting. 

The agency Comptroller would, under this bill, supervise the establistment and 
maintenance of adequate accounting and reporting systems, direct the training 
of accounting personnel, prepare reports for internal management purposes, for 
submission to Congress, interpret reports, and direct the preparation of budget 
estimates at the operating level within the agency. 
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In a report to the chairman of the subcommittee, dated November 15, 1955, 
the Comptroller General commented as follows on this bill: 

“It is our view that primary reliance must, of necessity, continue to be placed 
upon the head of each executive agency because of the fact that accounting is an 
integral part of total management responsibility and any effort to obtain im- 
provements must have the full support of management to be successful. How- 
ever, the objective of the proposed legislation, namely, placing added emphasis on 
getting the job done governmentwide, could he very helpful in expediting progress 
and need in no way be deemed inconsistent with the joint accounting improvement 
program carried on jointly by the Secretary of the Treasury, Director of the 
Bureau of the Budget, and the Comptroller General of the United States for 
several years. 

“We do not believe that specific legislation is required in order for the Bureau 
of the Budget to undertake action of the character provided for in the legislation. 
Moreover, we question the desirability of specifically providing for an organiza- 
tional unit and for the position of Assistant Director for Accounting by statute. 
It is our observation that such statutes are likely to become outmoded when or- 
ganizational provisions are included therein. 

“Section 121 provides for Comptrollers in each executive agency. Here, again, 
we do not believe that legislation is required. Because of the wide divergence 
in size, functions and existing organizational patterns in the many executive 
agencies, we believe it would be preferable for the statute to omit or, in any 
event, be less specific as to the title and compensation of the official to whom the 
head of the agency would assign the functions and duties described if legislation 
is deemed desirable. * * *’ 

In support of his views the Comptroller General transmitted by letter dated 
November 15, 1955, the following additional comments on recommendations 
numbered 10, 11, and 12 of the Hoover Commission report : 


Recommendation No. 10 


“That there be established under the Director of the Bureau of the Budget a 
new Staff Office of Accounting headed by an Assistant Director for Accounting, 
with powers and duties as follows: 

“(a) To develop and promulgate an overall plan for accounting and re- 
porting, consistent with broad policies and standards prescribed by the 
Comptroller General. These broad policies and standards should continue 
to be developed in cooperation with the executive branch. 

“(b) To expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies consistent with the overall plan. 

“(c) To set reasonable but definite time schedules for performance and 
to watch progress. 

“(d) To stimulate the building of competent accounting and auditing 
organizations in the executive agencies and to assist actively in the selection, 
training, and retention of capable personnel. 

“(e) To report at least annually to the Budget Director with respect to 
the status of accounting in each of the executive agencies. 

“The objective of this recommendation, as we understand it, is to afford a 
means by which the executive branch can more effectively meet its responsibilities 
to stimulate improvements in accounting. The recommendation recognizes a 
need for continuing joint action of the executive and legislative branches as 
now provided for under the joint program for improving accounting in the Fed- 
eral Government. As the Committee on Government Operations is well aware, 
through its activities in connection with the Budget and Accounting Procedures 
Act of 1950, that statute recognized the coordinate responsibilities of agency 
management, the Secretary of the Treasury, the Director of the Bureau of the 
Budget and the Comptroller General, for making continuing improvements in 
the financial management of Federal Government activities. 

“In its accounting and reporting provisions the statute clearly places respon- 
sibility upon the Comptroller General for principles, standards, and related 
requirements; directs the General Accounting Office to cooperate with the execu- 
tive agencies in the development of their accounting systems and to approve 
them when deemed by the Comptroller General to be adequate and in conformity 
with the principles, standards, and related requirements prescribed by him; and 
places upon the General Accounting Office the responsibility for the review of 
accounting systems of the executive agencies. As recognized in the report of the 
Hoover Commission on Budget and Accounting, the Comptroller General has 

75661—56———_2 
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equipped himself to carry out these responsibilities through the exercise of his 
accounting systems function. Particular stress in the report is laid upon the 
excellent cooperation developed between the General Accounting Office and the 
executive agencies. No diminution or change in this cooperative working rela- 
tionship between the General Accounting Office and the executive agencies is 
contemplated, nor do we presume that any change is intended or implied by the 
recommendations under discussion. 

“Within the executive branch the head of each executive agency is assigned the 
responsibility by section 113 (a) of the Budget and Accounting Procedures Act 
of 1950 of establishing and maintaining adequate systems of accounting and 
internal control in conformity with the principles, standards, and related require- 
ments prescribed by the Comptroller General as referred to therein. It is our 
view that primary reliance must, of necessity, continue to be placed upon the 
head of each executive agency because of the fact that accounting is an integral 
part of total management responsibility and any effort to obtain improvements 
must have the full support of agency management to be successful. However, 
the added emphasis on getting the job done governmentwide, contemplated by 
the above recommendation, could be very helpful in expediting progress if appro- 
priately carried out. Such an effort need in no way be exercised in a manner 
inconsistent with the joint accounting improvement program carried on jointly 
by the Secretary of the Treasury, the Director of the Bureau of the Budget, and 
the Comptroller General of the United States for the last several years. The 
essence of this arrangement is the recognition of the fact that each of the central 
agencies concerned, along with individual executive agencies, has a part to play 
in the total operation and that the desired results can only be achieved through 
joint efforts carried out with mutual respect for the responsibilities of each.” 


Recommendation No, 11 

“That as an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

“(a) To direct the setting up and maintenance throughout his agency 
of adequate accounting and auditing systems and procedures in conformity 
with the provisions of the Budget and Accounting Procedures Act of 1950. 

“(b) To direct the recruitment, training, and development of qualified 
accounting personnel. 

“(e) To develop and be responsible for reliable and informative financial 
reports for (1) internal management purposes and (2) for issue to the Con- 
gress and other executive departments or agencies. 

“(d) To direct the preparation, and review execution of budgets prepared 
at operating levels for the information of top management which is respon- 
sible for budget policies. 

“We endorse the emphasis placed on the financial management function in 
each executive agency which is the apparent objective of this recommendation. 
However, because of the wide divergence in size, functions, and existing organi- 
zational patterns in the many executive agencies, it is doubted that any single pat- 
tern of organization will fit all agencies. In the final analysis the responsibility 
for financial management must necessarily rest upon the head of each executive 
agency as a part of his total management responsibility. This has been made 
abundantly clear as a matter of statute in section 113 (a) of the Budget and 
Accounting Procedures Act of 1950, previously referred to above.” 


Recommendation No. 12 

“That the selection of agency comptrollers and the building of competent 
accounting organizations in the executive agencies through the selection, train- 
ing, and retention of capable personnel be an important phase of the guidance 
and help to be given by the Assistant Director for Accounting in the Burean of 
the Budget. 

“This recommendation is one facet of the larger problems commented upon in 
connection with the two preceding recommendations and is covered by our pre- 
vious comments.” 

On July 26, 1955, the chairman of the Subcommittee on Reorganization re- 
quested comments and recommendations from all of the major departments and 
agencies of the Government, however, as of this date, only one agency replied 
and its comments are included in this memorandum. 

In some respects the objectives intended under this bill are analogous to the 
purpose contemplated by recommendation No. 10 of the first Hoover Commission. 
This recommendation follows : 
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““(a) An Accountant General be established under the Secretary of the Treasury 
with authority to prescribe general accounting methods and enforce accounting 
procedures. These methods and procedures should be subject to the approval of 
the Comptroller General within the powers now conferred upon him by the 
Congress. 

“(b) The Accountant General should, on a report basis, combine agency accounts 
into the summary accounts of the Government and produce financial reports for 
the information of the Chief Executive, the Congress, and the public.” 

In 1950 the Committee on Government Operations held extensive hearings on 
S. 2054, a bill to implement recommendations of the first Hoover Commission. 
During these hearings the advantages and disadvantages incident to the, estab- 
lishment of an office of an Accountant General in the Department of the Treasury 
was considered by the committee and rejected because (1) the Comptroller Gen- 
eral, who is an arm of the legislative branch of the Government, has had this 
responsibility for many years and has performed it satisfactorily, and (2) the 
surveillance over accounting and fiscal matters are a legislative responsibility, 
as contrasted to executive department responsibility. 


CONCLUSION 


It is recommended that action on this proposal be coordinated with other bills 
pending before the subcommittee, which relate to budgeting and accounting pro- 
cedures of the Government, and on which separate staff memorandums have been 
prepared. ' 

GLENN K, Suriver, Professional Staff Memmber. 


SUBCOMMITTEE ON REORGANIZATION OF THE SENATE COMMITTEE ON GOVERNMENT 
OPERATIONS 


STAFF MEMORANDUM NO. 84-—-2-—-6, MARCH 16, 1956 


Subject: S. 3199 (Payne), to improve governmental budgeting and accounting 
methods and procedures, and for other purposes. 


PURPOSE 


This bill (S. 3199) is intended to improve the budget and accounting prv- 
cedures of the Government by, (1) requiring the departments and agencies to 
establish cost-based budgets, (2) detailing budget analysts from the Bureau of 
the Budget to the agencies for coordination of fiscal affairs, (3) maintaining 
agency accounts on an accrual basis, (4) authorizing the establishment of a 
Staff Office of Accounting in the Bureau of the Budget, (5) authorizing the estab- 
lishment of an office of Comptroller in each agency, and (6) requiring the 
Director of the Bureau of the Budget and Comptroller General of the United 
States to make a study of the accounting and auditing procedures of the Govern- 
ment and transmit recommendations to Congress within 2 years after enactment 
of this act. 

When this bill was introduced, the sponsor, Senator Payne, stated: “The bill 
I am introducing today is designed to put into effect the majority of the (Hoover 

Jommission) recommendations * * *. It does include some recommendations 
that could be carried out by administative action. While I fully realize the desir- 
ability of leaving the executive branch as free as possible in the matter of ad- 
ministration, 1 also feel that the problem of financial budgeting and accounting 
is of such importance that the Congress should very clearly set forth the basic 
requirements by statute” (p. 2198, Congressional Record, dated February 14, 
1956). 

HOOVER COMMISSION RECOMMENDATIONS 


As noted above, this bill is intended to implement the recommendations of the 
second Hoover Commission in its report on budget and accounting. In gen- 
eral, the bill proposes to place departmental and agency accounting on an accrual 
basis and insofar as possible convert to a cost basis of accounting with the 
budgetary requirements integrated with the accounting system. 

The Commission recommended that : 

1. The Bureau of the Budget expand its managerial and budgetary func- 
tions, by placing budget analysts in each agency, for advice, surveillance, 
and coordination of program and fiscal affairs. 











tion whereas the other has to do with the execution of the budget. 
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2. The agencies submit annual performance reports to the Bureau of 
the Budget and the Bureau consolidate such reports for the President. 

3. Cost-based operating budgets be used for management of agency funds 
and supplemented by periodic reports on performance.’ 

4. The executive budget be continued on functions, activities, and projects, 
and supported by program costs and accomplishments. 

5. The agencies synchronize their organization structure, budget classi- 
fileation, and accounting systems. 

6. Agency budgets be formulated and administered on a cost basis.’ 

7. Agency budgets and appropriations be in terms of estimated annual 
accrued expenditures, i. e., cost of goods and estimated services to be 
received. 

8. Legislation committing the Government to continuing expenditures not 
susceptible to usual budgetary control be enacted for a limited term in order 
to require periodic congressional review of their usefulness. 

9. The Bureau keep continuing or special programs under continuing re- 
view and the President’s budget contemplate amendments when their opera- 
tions conflict with current budgetary policy. 

10. There be established a Staff Office of Accounting in the Budget Bureau, 
with authority to: 

(a) promulgate accounting and reporting procedures. 
(b) introduce modern accounting methods. 
(c) set time schedules for performance and progress. 
(d) stimulate the building of competent accounting organization, 
through the selection and training of accountants. 
(e) report performance to the Director of Bureau of the Budget, 
annually. 
11. A position of comptroller be established in principal agencies with au- 
thority to: 
(a) direct the setting up and maintenance of adequate accounting sys- 
tems in the agencies. 
(bd) direct the recruitment and training of accountants. 
(c) develop reliable information for internal management, and for 
Congress. 
(d) advise and interpret financial reports. 
(e) direct the preparation and review of executive budgets. 

12. The Assistant Director for Accounting be given authority to recommend 
selection of comptroller’s, accountants, and training of fiscal personnel. 

13. The allotment system be simplified and restrict each operating unit 
to a single allotment for each appropriation. 

14. The Government’s accounts be maintained on an accrual basis and 
develop budgets from this standpoint. 

15. After the adoption of accrual and cost accounting systems by Govern- 
ment agencies, the creation or continuation of revolving funds be reviewed 
to determine whether they add to efficient management. 

16. Agencies accelerate the installation of monetary property accounting 
records as part of the accounting system. 

17. Each agency be authorized to maintain one account for each appro- 
priation for liquidation of valid obligations. (S. 3362 will effectuate, in 
part, this recommendation. ) 

18. Vouchers which are otherwise valid but chargeable to lapsed appropria- 
tions should not be referred to the GAO, as claims, but should be settled by 
the agencies concerned. (S. 3362 will effectuate this recommendation.) 

19. The Comptroller General be given authority to relieve accountable of- 
ficers of financial liability, except where losses result from gross negligence 
or fraud. (Effectuated by Public Laws 334 and 365, 84th Cong.) 

20. The Budget Bureau and GAO study the accounting system to eliminate 
duplicate accounting in the Treasury, and in the agencies.* 

21. Continuous emphasis be placed on the review and modernization of 
central fiscal reports of the Treasury, to meet changing requirements of the 
ageneies, the Congress, and the public. These reports should show the Gov- 
ernment’s cash position. 


1 Recommendations Nos. 3 and 6 could be combined, however the one refers to formula- 


2 Recommendation No. 20 refers to accounting procedures whereas recommendation No. 25 


is intended to cover the auditing functions carried on by the various agencies of the 


Government. 
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22. Congress consider amending the Budget and Accounting Procedures 
Act of 1950 to make the Budget Bureau responsible for developing compre- 
hensive financial reports. 

28. The selection of civilian comptrollers (for the military departments) 
be made from individuals having broad management and accounting experi- 
ence. 

24. The comptrollers of the military departments be responsible to the 
Secretary of their department, and the concurrent responsibility to the Chief 
of Staff or equivalent be discontinued. 

25. The Budget Bureau and GAO make a study to determine adequacy of 
internal auditing in Government agencies, and determine what steps should 
be taken to improve it.? 

It should be noted that three members of the Commission did not agree with 
the majority on this report. For ready reference the views of the dissenting 
members are summarized herein. 

Commissioner Brown, dissented to recommendation No. 7—the converting of 
the congressional appropriation structure to an estimated annual accrued ex- 
penditures basis. 

Commissioners Farley and Holifield filed general dissents to the Commission 
recommendations because they felt that the recommendations may be good from 
a theoretical accounting standpoint but questioned whether they would produce 
the desired results. Commissioner Farley further stated that, “the transition to 
cost-basis accounting will require tremendous expense and inconvenience, and 
there is insufficient evidence that it will be universally workable and worthwhile.” 
Commissioner Holifield stated that “the report tends to exalt the role of the ac- 
countant in Government just as the Commission’s report on legal services tends 
to exalt the role of the lawyer in Government.” 


AGENCY COMMENTS 


By letter dated March 7, 1956, the Comptroller General submitted his views 
and comments on this bill to the chairman of the Subcommittee on Reorganiza- 
tion. His recommendations are contained in enclosure (A) which is attached to 
this memorandum. 

STAFF COMMENTS 


1. The overall objectives of this bill appear laudable. The preparation and 
administration of agency budgets on a cost-basis as proposed in section 216 has 
considerable merit in that it would permit the head of the agency, the Bureau 
of the Budget, and the Congress, to determine the actual cost of carrying on 
programs and activities in a businesslike manner. To some extent this is now 
being done in some agencies and has proven to be workable and effective. 

The GAO has approved this type of budgeting and recommended that further 
amendments be considered to provide for stating appropriations on an accrued 
expenditure basis. 

2. The language contained in section 1 (a) of this bill would not change or im- 
prove the existing financial requirements of the Government. This section of the 
bill would require the Director of the Bureau of the Budget to prepare periodic 
reports, other than fiscal, showing the financial results of the activities of Gov- 
ernment departments, for submission to the President and to Congress. 

In view of the fact that each agency is now required to transmit monthly obli- 
gation and expenditure reports to the Bureau of the Budget, and the Bureau 
transmits an annual budget to the Congress, supported by detailed statistics and 
agency testimony, it is not clear what this section would add to the existing 
budgetary procedure. In addition, the Appropriations Committees automatically 
receive reports on and may request additional information on the status of any 
appropriation or activity at any time throughout the year. 

3. The General Accounting Office reported that the type of reports intended 
under section 216 (b) of the bill is not clear. Most of the departments and 
agencies now prepare internal operating reports for review and management of 
programs and appropriations made available by the Congress. The same infor- 
mation is available to the Bureau of the Budget which can analyze, evaluate, or 
consolidate for any purpose which it deems advisable. 

4. The GAO questions the desirability of establishing a Staff Office of Acecount- 
ing in the Bureau of the Budget as contemplated by section 120 of this bill, be- 
cause it would “freeze” the organizational structure and prohibit realinement of 
functions and activities of that part of the Bureau. 
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A somewhat similar proposal was made by the first Hoover Commission, but 
after extensive hearings and study the Congress rejected the establishment of an 
Office of Accountant General in the Treasury Department. 

5. The conversion of the budget and accounting system of the Government to 
an accrual basis has considerable merit, however, there is some reluctance to 
install the cost accounting concept in all of the departments and agencies at one 
time. Extensive consideration should be given to this phase of the bill, lest the 
system be strangled by legislative restrictions or statutory limitations thereby 
defeating the purpose for which intended. 

GLENN K. SHRIVER, 
Professional Staff Member. 


ENCLOSURE A 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., March 7, 1956. 
Tion. JOHN F. KENNEDY, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, United States Senate. 


Deak Mr. CHAIRMAN: Your letter of February 21, 1956, acknowledged Febru- 
ary 23, requests our views and recommendations on S. 3199, 84th Congress, which 
would carry out various recommendations in the Report of the Hoover Commis- 
sion on Budget and Accounting. 

Section 1 (a) : This section, which relates to additional comprehensive reports 
other than purely fiscal reports to be prepared by the Director, Bureau of the 
Budget, pertains to the operations of the Bureau of the Budget in the discharge 
of its own responsibilities and primarily involves management decisions affecting 
the Bureau. While these are matters that can best be determined by the Bureau 
and the Congress, we believe that this information should be obtained through 
the regular budgetary processes and included in the President’s annual budget. 

Section 1 (b) : This section would amend section 216 of the Budget and Account- 
ing Act, 1921. If cost based budgets were used for management purposes in 
making fund allocations within the departments and establishments as proposed 
by section 216 (a), the information submitted by the departments and establish- 
ments to the Bureau of the Budget for budgetary purposes would be substantially 
more meaningful. This would permit periodic reports on accomplishments or 
performance to be related to budgets in terms of costs, the advantages of which 
are discussed more fully in our comments on the proposed amendment to section 
216 (c). We endorse this proposal. 

As to the proposed section 216 (b), we believe the President should be kept 
informed in a timely manner of significant factors relating to the operating 
agencies of the executive branch. The annual consideration of the budget of 
each agency serves as the basis for a review of operations. While the type of 
annual report intended under the proposed section 216 (b) is not entirely clear, 
the desirability of a separate report for the executive branch as a whole seems 
questionable. We are inclined to think that the total Government area is so 
broad that information and evaluation is ordinarily most meaningful at the 
major program or bureau level. We believe that this information should be 
obtained by the Bureau of the Budget to the extent deemed necessary through 
the regular budgetary processes and could be submitted in support of the annual 
budget without the enactment of specific legislation. 

The proposed sections 216 (c) and (d), if effectively carried out, would offer 
a great opportunity for improvement in the financial management of executive 
agencies. The background discussion and explanation for recommendation No. 6 
in the reports of the Hoover Commission and its Task Force on Budget and 
Accounting explains the need for this amendment and need not be repeated here. 
Briefly, the more important advantages are: 

1. Cost data (based on man-days worked, materials used, etc.) can be 
directly related to work accomplished in prior periods and offers a basis for 
comparison with proposed plans. 

2. A proposed work plan (budget) stated in terms of costs (total resources 
to be consumed) can be realistically evaluated against new money require- 
ments by taking into consideration inventories and other resources on order 
and on hand at the beginning and those resources to be carried over for use 
in subsequent periods. 
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8. Cost data can be related to the responsibilities of each segment of the 
organization and its accomplishments, 

4. Cost budgeting permits maximum opportunity for exercise of manage- 
ment initiative and precludes need for rigid fund control (on a detailed 
basis) with its deadening influence, 

The primary advantage of budgeting on a cost basis to both management and 
the Congress is that total resources to be used (on hand, on order and to be 
procured) are reviewed rather than limiting the budget review processes to new 
money in the form of an appropriation request. In terms of numbers of activities 
or appropriations, there is a relatively close relationship between obligations, 
expenditures, and costs in those many operations primarily concerned with 
personal services. On the other hand, dollarwise, the greatest significance at- 
taches to those appropriations relatively few in number but which provide for 
operations involving vast quantities of materials and physical assets. Major 
procurement, construction, and research and development ordinarily fall in the 
latter category and it is in these areas that budgeting on a cost basis would 
produce major savings, although its adoption would improve financial manage- 
ment in many other areas to a lesser degree. 

It should be noted that agency budgets can be formulated and administred on 
a cost basis under present practices of stating appropriation authorizations on 
an obligation basis and this is currently being done in some cases. The cost 
presentation is confined to the justification material in the greater number of 
such instances. However, the impetus to furnish cost data to the Congress would 
be greatly enhanced by teaming up the cost based budget with the proposal for 
stating appropriations on an accrued expenditure basis as proposed in recommen- 
dation No. 7 of the Hoover Commission Report on Budget and Accounting. This 
would provide the best opportunity for improved correlation of prgraming, bud- 
geting and accounting. We strongly recommend the inclusion in this bill of 
further amendments to provide for stating appropriations on an accrued expendi- 
ture basis for the reasons stated below. 

Accrued expenditure appropriations. Congressional control of costs and ex- 
penditures can only be achieved by the maximum utilization of many tools. 
Budgeting on a cost basis and placing the executive budget and congressional 
appropriations on the basis of annual accrued expenditures can be made im- 
portant tools for the Congress if effectively installed. 

The basic need of the Congress is adequate factual data as a basis for de- 
cision making. The facts furnished to the Congress can be no better than 
those available to the management for its own purposes, that is, the needs of 
the two for financial and operating data, although differing as to extent of detail, 
are entirely compatible. It seems reasonable to conclude that the best basic ap- 
proach to a review of the budget is one which provides for (1) consideration of 
a proposed work plan or program to be accomplished, (2) what was accomplished 
in preceding periods and (3) costs for both in terms of total resources consumed. 
With this point of departure the budget can then be assessed in terms of (a) 
costs to be incurred, (b) resources already available in terms of inventories, etc., 
plus carried over funds, and (c) new money or authority needed. The essential 
difference in this approach, which ties in with the recommendations for cost 
budgets and accrued expenditure appropriations, as contrasted with present 
practices based on appropriations stated in terms of obligation authority is 
the degree of emphasis which the latter places on new money rather than 
total resources to be consumed and the extent of resources already available. 

In the operations concerned primarily with salaries and travel expense the 
time relationship between the creation of an obligation and an expenditure 
is relatively short. In such circumstances, resources available other than 
new money are ordinarily of no great significance and there is ordinarily a 
rather direct correlation between obligations, expenditures and costs. These 
are the operations which represent the larger group in terms of numbers but 
represent the less significant portion of the budget from a dollar standpoint. 
In the area of operations where long lead time is characteristic such as, major 
procurement, construction, and research and development, which represent the 
greater dollar portion of the budget, obligation and expenditure data have their 
greatest limitations for both Congress and management. 

The advantages of placing appropriations on an accrued expenditure basis 
are both tangible and intangible. The annual budget surplus or deficit is 
determined on the basis of expenditures. Bstablishing a direct correlation 
between annual appropriations and expenditures vests in the Congress a much 
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greater opportunity to control the level of operations during a particular 
budget year. This would mean the elimination of the vast carryover balances 
now available for expenditure at the discretion of the executive agencies. The 
present situation concerning available balances stems from the fact that con- 
gressional control through appropriation authorizations and Budget Bureau 
control through apportionments are both stated in terms of authority to obligate 
rather than budgeted work plans for the cost of goods and services estimated to 
be received. 

On the intangible side, it has often been pointed out that there is, perhaps, 
an unavoidable implication that funds which have not been obligated are 
either not needed or are available in lieu of new money. This, of course, is 
a fallacious assumption when total authority is granted in a lump sum initially 
for activities involving long leadtime such as ship construction. Nevertheless, 
attention may well be diverted from the question of accomplishments at a mini- 
mum cost over the period of the program to the one of almost sole emphasis 
vi the amount of new money being requested. In the past, it has sometimes been 
said that expenditures are the inevitable result of granting obligation authority 
with the attendant implication that once having granted obligation authority 
all opportunity for subsequent adjustment is lost. An examination of present 
day practices in the long lead-time area (procurement, construction and research 
and development) demonstrates the obvious fallacy of this reasoning as evidenced 
by the extensive reprograming, multitudinous changes in engineering plans and 
specifications Curing the period of production of many items and other similar 
factors. Because of these inherent factors in the operations involved, cost 
budgets, teamed with appropriations on an accrued expenditure basis, would 
require a type of continuing budget presentation that would bring out the 
adequacy of management planning or the lack of it and give the Congress an 
opportunity to have a voice in setting the level of operations from year to 
year. 

It is inherent in the recommendations under discussion that congressional au- 
thority be granted for the advance planning which necessarily precedes the 
phase of operations covered in an annual accrued expenditure budget. In the 
past, this authority has been termed contract authorizations but it is a significant 
fact that heretofore both contract authorizations and subsequent appropriations 
were stated in terms of obligational authority whereas under the recommenda- 
tions herein being considered only the initial authorization would be stated in 
terms of the broad and difficult to apply concept of obligations whereas annual 
authority could be stated much more definitely in terms of accrued expenditures 
because of the time factor. It is essential that the initial authority which may 
cover_a forward period, sometimes as great as 5 years or more, be in the most 
flexible terms and requests for such authority obviously cannot be supported with 
detailed plans. On the other hand, as these plans take shape in succeeding years 
much more precise planning and authorizations are practical when stated in 
terms of accrued expenditures. Thus, the current recommendations are not, 
nor need not be, viewed as a return to prior practices during the period when 
contract authorizations were prevalent and significant weaknesses were apparent. 

Section 1 (c). The proposed section 218 of the Budget and Accounting Act, 
1921, pertains to the operations of the Bureau of the Budget in the discharge of its 
own responsibilities and primarily involve management decisions affecting that 
Bureau. We believe these are matters which can best be determined by the Bu- 
reau and the Congress and, accordingly, we offer no specific views in the matter. 

Section 2 (a). Our comments above on the proposed sections 216 (c) and (d) 
are equally applicable to this section 2 (a). We, therefore, endorse the objective 
to obtain consistency in organizational structure, budget classifications, and ac- 
counting systems within each executive agency. 

Section 2 (b). We endorse this amendment to section 113 of the Budget and 
Accounting Procedures Act of 1950. The maintenance of accounts on an accrual 
basis is one facet which is essential to the accomplishment of the objectives set 
forth in other sections of the bill. Experience under the joint accounting im- 
provement program clearly indicates that the accrual basis, when applied to 
significant items, is a major factor in providing better control over resources and 
liabilities and is an essential element in obtaining adequate cost data. Our state- 
ment of accounting principles provides for the appropriate use of the accrual 
basis. We also believe that adequate monetary property accounting records, as 
an integral part of accounting systems, are essential to several other proposed 
amendments such as accrual accounting, cost budgeting, etc., as well as the spe- 
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cific advantages to management which will result from adequate financial ac- 
counting for property. 

Section 2 (c). The proposed section 120 of the Budget and Accounting Pro- 
cedures Act of 1950 would establish a Staff Office of Accounting in the Bureau 
of the Budget. The objective of this recommendation, as we understand it, is to 
afford a means by which the executive branch can more effectively meet its re- 
sponsibilities to stimulate improvements in accounting. The recommendation 
recognizes a need for continuing joint action of the executive and legislative 
branches as now provided for under the joint program for improving accounting 
in the Federal Government. The Budget and Accounting Procedures Act of 
1950 recognized the coordinate responsibilities of agency management, the Secre- 
tary of the Treasury, the Director of the Bureau of the Budget and the Comp- 
troller General, for making continuing improvements in the financial management 
of Federal Government activities. 

In its accounting and reporting provisions the statute clearly places respon- 
sibility upon the Comptroller General for principles, standards, and related re- 
quirements; directs the General Accounting Office to cooperate with the execu- 
tice agencies in the development of their accounting systems and to approve 
them when deemed by the Comptroller General to be adequate and in con- 
formity with the principles, standards, and related requirements prescribed by 
him; and places upon the General Accounting Office the responsibility for the 
review of accounting systems of the executive agencies. As recognized in the 
report of the Hoover Commission on Budget and Accounting, the Comptroller 
General has equipped himself to carry out these responsibilities through the 
exercise of his accounting system function. Particular stress in the report is laid 
upon the excellent cooperation developed between the General Accounting Office 
and the executive agencies. No diminution or change in this cooperative working 
relationship between the General Accounting Office and the executive agencies 
is contemplated, no do we presume that any change is intended or implied by the 
recommendations under discussion. 

Within the executive branch the head of each executive agency is assigned 
the responsibility by section 113 (a) of the Budget and Accounting Procedures 
Act of 1950 of establishing and maintaining adequate systems of accounting and 
internal control in conformity with the principles, standards, and related re- 
quirements prescribed by the Comptroller General as referred to therein. It is 
our view that primary reliance must, of necessity, continue to be placed upon the 
head of each executive agency because of the fact that accounting is an integral 
part of total management responsibility and any effort to obtain improvements 
must have the full support of agency management to be successful. Added 
emphasis on getting the job done Government-wide could be very helpful in ex- 
pediting progress if appropriately carried out. We do not believe, however, 
that specific legislation is required in order for the Bureau of the Budget to 
undertake action of the character provided for in the legislation. Moreover, 
we question the desirability of specifically providing for an organizational unit 
and for the position of Assistant Director for Accounting by statute. It is our 
observation that such statutes are likely to become outmoded when organizational 
provisions are included therein. 

Such an effort need in no way be exercised in a manner inconsistent with the 
joint accounting improvement program carried on jointly by the Secretary of 
the Treasury, the Director of the Bureau of the Budget, and the Comptroller 
General of the United States for the last several years. The essence of this 
arrangement is the recognition of the fact that each of the central agencies con- 
cerned, along with individual executive agencies, has a part to play in the total 
operation and that the desired results can only be achieved through joint ef- 
forts carried out with mutual respect for the responsibilities of each. 

The new section 121 of the Budget and Accounting Procedures Act of 1950, 
also proposed by section 2 (c) of the bill, would provide for the appointment 
of a comptroller in each executive agency. We endorse the emphasis placed on 
the financial management function in each executive agency which is the apparent 
objective of the proposed section 121. However, because of the wide divergence 
in size,- functions, and existing organizational patterns in the many executive 
agencies, it is doubted that any single pattern of organization will fit all agen- 
cies. In the final analysis, the responsibility for financial management must 
necessarily rest upon the head of each executive agency as a part of his total 
management responsibility. This has been made abundantly clear as a matter 
of statute in section 118 (a) of the Budget and Accounting Procedures Act of 
1950, previously referred to above. 
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Section 3. The simplification of the allotment system for allocating funds is 
sound and most desirable. The existing unwarranted subdivision of funds is 
one of the greatest deterrents to improved financial management. We believe 
that administrators may be willing to forego the type of control associated with 
many present allotment systems when accounting systems have been installed to 
provide costs as a basis of operating control. Better programing tied in with 
improved accounting through the development of budgets based on costs, as pro- 
posed by this bill, should serve to answer this problem. 

Section 4. This section would require each executive agency to maintain a 
single account under each appropriation title or fund. We endorse the objec- 
tive of this proposal but feel that it should be adopted for only appropriations 
or funds which are stated on an accrued expenditure basis. The Senate Commit- 
tee on Government Operations is presently considering proposed legislation which 
would permit the consolidation of all prior year obligations under each annual 
appropriation into one account thereby requiring only two accounts—one current 
account and one for prior year obligations—under each annual appropriation 
title. We strongly favor the use of two accounts where such accounts are not 
stated on an accrued expenditure basis. 

Section 5. This section would provide for a joint study by the Bureau of the 
Budget and the General Accounting Office relating to accounting and internal 
auditing. Much has been accomplished in these areas in the past by the General 
Accounting Office both on its own and under the joint accounting improvement 
program with the Bureau of the Budget and the Secretary of the Treasury. This 
work is carried on as a regular part of our comprehensive audit program and in 
the discharge of our accounting systems responsibilities. We expect to continue 
these studies and investigations. The results of these efforts are made available 
to the Congress through our regular reporting processes, but we would be pleased 
to cooperate with the Congress in any special effort having as its objective the 
improvement of accounting and internal auditing. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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The first witness this morning will be Mr. William F. Finan, As- 
sistant Director for Management and Organization of the Bureau 
of the Budget. 

Mr. Finan, I understand, is accompanied by Mr. William J. Arm- 
strong, Chief of the Accounting Group, of the Office of Management 
and Organization of the Bureau of the Budget. 


Senator Kennepy. Would you care to proceed, Mr. Finan ? 


STATEMENT OF WILLIAM F. FINAN, ASSISTANT DIRECTOR FOR 
MANAGEMENT AND ORGANIZATION, ACCOMPANIED BY WILLIAM 
J. ARMSTRONG, CHIEF, ACCOUNTING GROUP, BUREAU OF THE 
BUDGET 


Mr. Finan. Mr. Chairman, on March 16, the Director of the Bu- 
reau of the Budget reported to your subcommittee rather extensively 
on S. 3362. In fact, in so much detail that we felt that it would be 
unnecessary and redundant for me to have a prepared written state- 
ment on this bili. 

If you desire I will be glad to read the Director’s comments on this 
bill into the record, or if the members of the subcommittee have had 
an ample opportunity to review his comments, we can confine our 
testimony to the answering of questions. (See p. 29 for letter from Di- 
rector of the Bureau of the Budget, dated March 16, 1956.) 

Senator Kennepy. Perhaps it would be possible for you to sum- 
marize the recommendations. 

Mr. Finan. In brief, Mr. Chairman, at the present time accounts 
payable relating to obligations incurred under appropriations which 
expired for obligation purposes more than 2 years earlier are examined 
both by the agency concerned and by the General Accounting Office 
before payment is made. 

The bill wouid authorize the Comptroller General to prescribe by 
regulation the conditions under which such payments may be ms ide, 
without prior review by the General Accounting Office. This arrange- 
ment would produce savings by eliminating the duplicate review that 
is presently involved. 

We also believe that it would create a situation in which payments 
could be made more promptly. 

Also, at the present, the entire balance of each appropriation, both 
the obligated and the unobligated portions, are now carried on the 
accounts of the agencies for 2 years after the appropriation expires 
for obligation purposes. U nder the proposed si the unobligated 
balances remaining at the close of each fiscal year would be with- 
drawn from expired appropriations within 3 months after the close 
of the fiseal year in question, thus reducing the carryover of unex 
pended balances. 

Individual appropriation accounts are now kept by the agencies on 
a formal basis for 2 years after the appropriations expire for obliga- 
tion purposes, and thereafter for at least 8 more years on a memo- 
randum basis. Additionally, after 2 years the General Accounting 
Office maintains the individual appropriation accounts in order to see 
that there are available appropriation balances before claims are cer- 
tified for payment. 
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The proposed bill would bring about a very large reduction in the 
number of accounts to be maintained, both by the individual operat- 
ing agency, and by the General Accounting Office. Under the provi- 
sions of the bill the obligated balances of expired accounts for prior 
years for the same general purposes would be merged, so that usually 
each current year appropriation account would have a single counter- 
part for prior year items. For the General Accounting Office alone it 
is estimated that »bout 35,000 accounts could be eliminated under the 
provisions of this bill. 

Also, at present payments made from appropriations which have 
expired for obligation purposes for more than 2 years are charged 
as expenditures to the certified claims account maintained by the 
Treasury Department. One of the results of this arrangement is that 
such expenditures are reported as expenditures of the ‘Treasury De- 
partment, although the benefits were received by other agencies. Thus, 
several hundred millions of dollars are budgeted and reported as the 
cost of the function of general Government when actually in large 
part this amount is for major national security and other functions. 
The proposed bill would permit the correction of this situation. Ex- 
penditures would be recorded and reported by the individual agen- 
cies and for the functions which received the benefits. 

Finally, the bill provides that the Comptroller General shall in con- 
nection with his audit responsibilities make an appraisal of the un- 
liquidated obligations. This arrangement emphasizes the importance 
of the independent review by the Comptroller General in order to 
verify the accuracy of agency accounts. 

I think that summarizes about as briefly as possible, Mr. Chairman, 
the effect that this bill would have on the situation that exists at 
present. 

Senator Kennepy. Senator Cotton, do you have any questions to 
ask? 

Senator Corron. No questions. 

Senator Kennepy. Mr. Finan, perhaps you could explain simply 
for the benefit of the subcommittee exactly how the procedure is 
handled now. 

As I understand, these balances are kept for a period of 2 years to 
liquidate any bills that may come in; is that correct ¢ 

Mr. Finan. That is correct, sir. 

Senator Kennepy. And any payment you make after the fiscal] year 
during this period must be cleared by the General Accounting Office : 
is that correct? 

Mr. Finan. It is, after 2 years. 

Senator Kennepy. After 2 years? 

Mr. Finan. After 2 years have expired; yes, sir. 

Senator Kennepy. Out of these moneys that you carry over, mist 
those claims be cleared by the GAO? 

Mr. Frnan. Yes, sir. 

Senator Kennepy. Under the present arrangement, must the amount 
be put in the supplemental appropriation to take care of the bill ? 

Mr. Finan. No, it is not handled that way at present. This is money 
that has been appropriated, and was obligated during the period per- 
missible by law, but for one reason or another there is a timelag, sub- 
sequent to that. 
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Let us say that an item has been purchased; there may be a con- 
siderable period up to the time where the item is delivered and the 
seller actually bills the Government. If that period of time exceeds 
2 years, then you have a claim which must be handled by the GAO, 
even though for all other purposes it may have been a routine transac- 
tion and that delay may have been a perfectly proper and normal 
delay. 

Senator Kennepy. Where does the GAO get the money—does it 
have to get it in supplemental appropriations / 

Mr. Frxan. It comes out of what is know n, Mr. Chairman, as the 
certified claims account, which is maintained by the Treasury De- 
partment. 

If you would like to get into the real technical details, so to speak, 
of this, and it is quite a technical matter, I would like to ask Mr. 
Armstrong, who is the head of our accounting group, and who has 
been working on this matter quite intensively now over a considerable 
period of time, to discuss it. 

Senator Kennepy. Perhaps it would be helpful if you would give 
us the present procedure, and then the procedure as it would be under 
the bill. 

Mr. Armstrone. On annual appropriations, 2 years after the year 
for which the appropriation is made, the balances of those appropria- 
tions are transferred to the certified claims account of the Treasury 
Department. 

When bills come into an agency after those balances are transferred, 
the agency examines the bill and determines whether it is a proper 
payment. But the agency cannot pay it at that time. The bill has to 
be transmitted to the GAO, where another review is made. If GAO 
finds it proper, they certify it for payment. Such payment is made 
from the appropriation maintained by the Treasury Department, the 
certified claims account. 

So the payment really shows up as an expenditure of the Treasury 
Department, whereas the goods may have been received by some other 
department. 

Senator Kennepy. Under the arrangement proposed in this bill, the 
agency itself would be able to make the expenditure without getting 
the clearance. 

Mr. Armstrona. Yes, it would. Under this bill the arrangement 
would be this: Within 90 days after the end of the fiscal year for which 
the appropriation is made, the balance of the appropriation as of June 
30, would be divided two ways: That portion which was not 
obligated 

Senator Kmennepy. After September 30; would it not be ? 

Mr. Armstrona. It is as of June 30—the condition on June 30—but 
the transfer has to be made by September 30. The unobligated portion 
of the appropriation would be withdrawn. In other words, the carry- 
over would be reduced by that amount, because there were no obliga- 
tions incurred against that balance. 

The remainder would be put into one account combining that year 
with the prior years. Therefore, there would be one consolidated ac- 
count for the same general purposes for prior years under each title of 
appropriation. And that saa remain available for the payment of 
bills by the agency itself. 
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If a bill came in 2, 3, or 4 years after an appropriation expired for 
obligation purposes, the agency could pay it, provided that it is a 
proper claim. 

The Comptroller General will, by regulation, prescribe the condi- 
tions under which agencies may pay claims. If there are questions 
of law involved or if a claim is otherwise questionable, he may still re- 
quire it to come to the GAO for settlement, but the great majority of 
claims can be paid directly by the agencies themselves. 

Also, this arrangement will enable expenditures to be charged 
against the agencies which incurred the obligations rather than having 
them recorded as expenditures of the Treasury Department. 

Senator Kennepy. There are about 38,000 of these claims yearly ; is 
that correct ? 

Mr. Armstrone. The General Accounting Office, I think, has in- 
formation-as to the number, but I have some information here as to 
the transactions within the certified claims account over the past 6 
years. 

This certified claims account was set up in 1949. In 1955, there 
were payments out of that account that amounted to $119 million; in 
1954, $192 million; in 1953, $110 million, and so forth. Since 1950 
there has been a total of $570 million in payments made from that ac- 
count. You might be interested, too, in the amounts of the balances 
of appropriations that were transferred into that account. From 1950 
to 1955, they amounted to $5,637 million. 

This bill withdraws immediately within 90 days after the end of 
the year the unobligated portion of the appropriations. We hear a 
lot of talk about these large carryover balances. This will reduce 
those by taking off immediately the portion that is not obligated and 
leaving an amount equal to the portion that is obligated to pay out- 
standing bills. 

Senator Corron. Is there any danger or possibility that the fact that 
this has to be done will cause agencies to make hasty commitments 
prior to the end of the year in order to make use of their appropriations 
and not have it revert ? 

Mr. Armstrrona. Well, I do not know that it would add in that re- 
pest. The same situation exists today where they cannot further 
obligate the balances of annual appropriations after the year ends. 

Senator Corron. They could do it, anyway ? 

Mr. Armstrona. I do not think this would change that. 

Mr. Finan. This would make no difference, Senator, in the avail- 
ability of this money for obligation after the end of the fiscal year. 

At the present time the money ceases to be available for obligation 
at the end of the fiscal year and that situation would remain unchanged 
under the terms of this bill. 

Senator Kennepy. If it would no longer be necessary for the agency 
to present these claims, it seems to me it might make them less anxious 
to do what Senator Cotton was concerned about, that is to attempt 
to make hasty judgments because it would not pass out of their control 
into this certified claim fund. 

And the only way they could get it back would be through the special 
claims that have to be approved by the special agencies. Is that cor- 
rect or not ? 

Mr. Fran. I do not believe it would make any difference in that 
respect, either, Mr. Chairman. The issue involved here really in- 
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volves the expenditure of money to which the Government is already 
committed. 

This issue of obligation authority actually, as you know, runs to 
the authority of an agency to commit the Government to spend. 

This bill has no direct effect one way or the other, in either case 
the authority to commit the Government to spend against a given 
appropriation, to obligate the money, expires at the close of the fiscal 
year 1n question. 

Senator Corron. In other words, this is a mere matter of book- 
keeping rather than any change in policy ? 

Mr. Finan. I think that is a fair statement. 

Mr. Armstrona, Yes, I think it would be fair to say that it is a 
simplification of proc edures. It eliminates one audit review, it con- 
solidates the number of accounts, and it gets expenditures recorded 
where they were actually incurred. 

In other words, it is largely a procedural simplification measure. 

Senator Krnnepy. Does this proposal decrease the number of sup- 
plemental or deficiency appropriation requests or will it have any 
affect on them ? 

Mr, Frnan. It should not have any effect on it, Mr. Chairman. 
There is an outside possibility that under very unusual circumstances 
it might actually increase the number of supplemental appropriations 
toa very slight degree. 

Without experience it would be very difficult to estimate that with 
any degree of precision. 

Tt is our judgment that it would really have no significant effect 
on it. But because one of the provisions of this bill is that in the 
event it is necessary to pay a bill, so to speak, which turns out unex- 
pectedly to be larger than was anticipated, and which would exceed 
the amount of expenditure authority available in this liquidation 
account, you could make up the difference by transfer from the cur- 
rent year appropriation. 

Under those circumstances, under extreme and, as far as we can 
see, most unusual conditions, it might be necessary to make a trans- 
fer out of a current account of sufficient size as to impair the agency’s 
ability to carry out its current year’s program, in which event they 
would have a basis for requesting a supplemental appropriation. 

Senator Krennepy. You are satisfied—the Administration is satis- 
fied that this bill will be a worthy improvement in the present proce- 
dures, is that correct ? 

Mr. Frnan. We feel very strongly that it will, yes, sir. 

Senator Kennepy. I understand this bill has been coordinated by 
the Bureau of the Budget with all of the agencies. Does that include 
the Department of Defense? 

Mr. Finan. Yes, sir. I understand a Department of Defense wit- 
ness will be here this morning to express certain reservations about 
the provisions of this bill insofar as they apply to the Department of 
Defense. 

Senator Kennepy. Are there any more questions? 

Mr. Sunriver. Yes, Mr. Chairman, if I may ask a question, I would 
like some clarification as to the meaning of the language shown at the 
top of page 4 of the bill and the examination of this account contem- 
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plated by the provisions of subsection (c), beginning on line 11, page 5, 
of the bill. 

Would you explain to the subcommittee the relationship between 
those two references in the bill; as to whether or not the examination 
will be made of the consolidated account and the annual account bal- 
ances, or merely of the operations of the new account to be established 
under this bill. 

Mr. Finan. Your first reference starts on the bottom of page 3? 

Mr. Suriver. No, it starts on the top of page 4, section 3 (a). 

Mr. Finan. Do you want to comment on this? 

Mr. Surtiver. Yes, it says that the accounts established pursuant 
to this act shall be reviewed periodically but at least once each fiscal 
year, by each agency concerned. 

Is that intended to be an examination of each account or the consoli- 
dated appropriation account ? 

Mr. Armstrrona. That would be an examination of the unliquidated 
obligations under the consolidated account for the prior years, and for 
the current year those obligations outstanding on June 30 which would 
by September 30 go into the consolidated account for each title of 
appropriation. 

Mr. Suriver. The examination would be made by each agency ? 

Mr. Finan. That is correct. 

Mr. Suriver. Now, the examination on page 5 would be made by 
the GAO, is that true ? 

Mr. Finan. Yes, correct. 

Mr. Suriver. Thank you, Mr. Finan. 

Mr. Armsrronc. You were also speaking, with reference to the 
top of page 4, of that provision which says that this act does not take 
away from the GAO any of its present authority to render decisions 
in connection with any matters pertaining to claims. In other words, 
if an agency wants to ask the GAO for a decision on a claim it shall 
continue to do so, the point being that nothing in this act takes away 
from the General Accounting Office any of the responsibility that it 
now has in connection with the settling of accounts and claims. 

Mr. Suriver. Now, would you explain to the subcommittee the 
method of handling overages and shortages in the estimated obliga- 
tions; that is, how you propose to handle the adjustments for over- 
and under-estimated obligations ¢ 

Mr. Finan. I am not quite sure that I understand that question, Mr. 
Shriver, as it relates to this bill. 

Mr. Suriver. I had in mind a letter or analysis of the bill from the 
Bureau of the Budget which shows that where you have estimated an 
obligation which is later determined to be in excess of the amount re- 
quired, and in other instances where you under-estimated the amount 
required, the overages and shortages, would be set off against each 
other. 

The analysis which I had in mind follows: 
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PRESENT PROCEDURES 


Where the payment of old obliga- 


PROPOSED PROCEDURES 


No deficiency 


appropriation would 


tions exceeds the amount previously re- be required for these purposes. Over- 
corded for the obligation on an esti- runs in the liquidation of obligations 
mated basis, action may be required to of 1 older year could be met from sav- 
make a deficiency appropriation if there ings and liquidations of obligations 
is an insufficient balance unobligated from some other year. Where obliga- 
in the particular year’s account in- tions overrun the balance in the prior 
volved. Sometimes deficiency appro- year’s account combined, a_ transfer 
priations are necessary for accounts would be made from the current year 
which expired 5 or 6 years earlier. appropriation, and any additional ap- 
propriations needed would be made to 
the current year account. 


Mr. Finan. That is correct. That is our assumption by reason of 
this consolidation into one account. 

Mr. Surtver. Very well. Thank you. 

Senator Kennepy. Thank you very much, Mr. Finan and Mr. Arm- 
strong. We appreciate your coming here this morning. I will place 
the letter from the Director of the Bureau of the Budget in the record 
at this point. 

(The letter is as follows :) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BupGet, 
Washington 25, D. C., March 16, 1956. 
Hon. Joun F. KENNEeEpy, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Washington 25, D. C. 

My Dear Mr. CHAIRMAN: In response to conversations which staff of the 
Bureau have had with staff of your committee, we are submitting views and 
comments on 8. 3362, a bill to simplify accounting, facilitate the payment of 
obligations, and for other purposes. 

This bill would substantially carry out the objectives of recommendations 
Nos. 17 and 18 of the Commission on Organization of the Executive Branch of 
the Government in its report on budget and accounting. 

We heartily endorse the objectives of the bill which would bring about im- 
provements and simplifications in accounting and in the procedure for the pay- 
ment of obligations against expired appropriations. More specifically, some of 
the major benefits which would result from the bill are as follows: 

1. At the present time accounts payable relating to obligations incurred 
under appropriations which expired for obligation purposes more than 2 
years earlier are examined both by the agency concerned and by the General 
Accounting Office before payment is made. The bill would authorize the 
Comptroller General to prescribe by regulations the conditions under which 
such payments may be made without prior review by the General Account- 
ing Office. This would bring about savings by eliminating the duplicate 
review. Also payments could be made more promptly. 

2. The entire balance of each appropriation (both the obligated and the 
unobligated portion) is now carried in the accounts of the agencies for 2 
years after the appropriation expires for obligation purposes. Under the 
bill the unobligated balances remaining at the close of each fiscal year 
would be withdrawn from expired appropriations within 3 months there- 
after, thus reducing the carryover of unexpended balances. 

3. Individual appropriation accounts are now kept by the agencies on a 
formal basis for 2 years after the appropriations expire for obligation pur- 
poses and thereafter for at least 8 more years on a memorandum basis. 
In addition, after 2 years, the General Accounting Office maintains the in- 
dividual appropriation accounts in order to see that there are available 
appropriation balances before claims are certified for payment. This bill 
would bring about a large reduction in the number of accounts to be main- 
tained both by the agencies and by the General Accounting Office. Under 
its provisions the obligated balances of expired accounts for prior years 
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for the same general purposes would be merged so that usually each current 
year appropriation account would have a counterpart for prior year items. 
For the General Accounting Office alone, it is estimated that about 35,000 
accounts could be eliminated. 

4. Under present practices payments made from appropriations which 
have expired for obligation purposes for more than 2 years are charged 
as expenditures to the certified claims account maintained by the Treasury 
Department. The result is that such expenditures are reported as expendi- 
tures of the Treasury Department although the benefits were received by 
other agencies. Thus several hundred millions of dollars are budgeted and 
reported as a cost of the function of general Government when actually a 
large part of this amount is for major national security and other functions. 
The bill would correct this situation. Expenditures would be recorded and 
reported by the individual agencies and for the functions which received 
the benefits. 

5. The bill provides that the Comptroller General shall, in connection with 
his audit responsibilities, make an appraisal of the unliquidated obligations. 
This emphasizes the importance of the independent review by the Comp- 
troller General in order to verify the accuracy of the accounts. 


In the interests of clarifying and otherwise improving the bill, we would sug- 
gest consideration of the following amendments : 





1. Delete the words “except as otherwise provided by law” on page 1, line 
3, and in lieu thereof add the following new paragraph to the repeals on page 
7, section 7: 

“(f) Any provisions (except those contained in appropriation acts for 
the fiscal years 1956 and 1957) permitting an appropriation to remein avail- 
able for expenditure for any period beyond that for which it is available for 
obligation, but this subsection shall not be effective until June 30, 1957.” At 
the present time there are some cases where existing provisions of substantive 
law continue the availability of appropriations for expenditure purposes for 
periods longer than the normal 2-year period after the period for which the 
appropriations are made. It is desirable, therefore, to bring such appropri- 
ations under the provisions of this bill in order to provide the authority to 
make payments subsequently. An example is the provision for certain re- 
search appropriations in the Agricultural Marketing Act of 1946. The lan 
guage, which we suggest for deletion above, would exempt such cases from the 
provisions of the bill whereas the substitute would embrace such cases within 
the terms of the bill by repealing the special provisions providing extended 
availability for expenditure. Like the provision repealing the general au- 
thorization for extended availability for expenditure (subsec. (b) of sec. 7), 
the suggested language would not be effective until June 30, 1957. However, 
the suggested language would not repeal provisions for extended expenditure 
availability contained in 1956 or 1957 appropriation acts, but would leave the 
matter of extended expenditure availability for these appropriations to be 
considered individually in acting on 1958 budget estimates and appropriation 
acts. 

2. Delete the word “activity” on page 1, line 8, and substitute “agency or 
subdivision thereof.” We believe the substitute would clarify the meaning. 

8. On page 2, lines 22 and 23, delete the words “as of the close of the fiscal 
year” and insert the same words after the word “account” on page 2, line 20 
This change would clarify the point that the reviews of the accounting rec- 
ords required by section 1311 and the related reports pertain only to the 
obligated balance as of the close of the fiscal year. 

4. Delete the words “required pursuant to subsection (a)” on page 3, lines 
10 and 11, and substitute “made pursuant to subsections (a) and (b).” This 
would make it clear that September 30 is intended as the final closing date 
for action to be taken under section 1 (d). 

5. Delete the words “activity responsible for the liquidation of the obliga- 
tions chargeable to such accounts” on page 4, lines 7 and 8, and substitute 
“agency concerned.” We believe “agency” would be more meaningful than 
“activity” and that the remainder of the clause is not necessary. 

6. Delete the word “activity” on page 6, line 9, and substitute “agency or 
subdivision thereof” for the reason noted in 2 above. 

7. Delete the words “or will not be undertaken or continued” on page 6. 
lines 16 and 17. These words might carry the implication that the heads of 
the agency concerned could determine whether or not to carry out work 
specifically authorized by the Congress. 
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8. On page 7, add the following new section : 

“Sec. 9. The inclusion in appropriation acts of provisions excepting any 
appropriation or appropriations from the operation of the provisions of this 
act and fixing the period for which such appropriation or appropriations 
shall remain available for expenditure is hereby authorized.” 

This new section provides that the Congress may consider each year the 
desirability of exempting any appropriation or appropriations from the pro- 
visions of this bill and so provide in appropriation acts without such provi- 
sions being subject to a point of order. 

The amendments suggested above have been discussed with staff of the Treas- 
ury Department and the General Accounting Office, who concur therein. With 
these amendments, we strongly recommend the enactment of S. 3362, which would 
improve fiscal operations and bring about economies. 

Sincerely yours, 

PERCIVAL BrunpaGeE, Acting Director. 

Mr. Frnan. Thank you. 

Senator Kennepy. Mr. W. J. McNeil, Assistant Secretary of the 
Department of Defense, is our next witness. 

We are glad to have you here, Mr. McNeil. Will you identify the 
gentlemen with you. 

Mr. McNem. Mr. Howard Bordner, who is the deputy comptroller 
for accounting policy, in the Department of Defense, and Mr. Maurice 
Lanman, who is assistant general counsel, assigned to fiscal matters. 

Senator Knnnepy. Very well. You may proceed. 


STATEMENT OF HON. W. J. McNEIL, ASSISTANT SECRETARY (COMP- 
TROLLER) ; ACCOMPANIED BY MAURICE H. LANMAN, JR., ASSIST- 
ANT GENERAL COUNSEL (FISCAL MATTERS), AND HOWARD W. 
BORDNER, DEPUTY COMPTROLLER FOR ACCOUNTING POLICY, 
DEPARTMENT OF DEFENSE 


Mr. McNett. I have a short statement, Mr. Chairman. And a mo- 
ment ago, In answer to a question, I believe Mr. Finan mentioned 
that we had certain reservations and I might touch on those also, if 
it pleases the subcommittee. 

Senator Kennepy. Fine. 

Mr. McNett. I appreciate the opportunity to appear before you this 
morning to discuss certain legislative proposals to implement the vari- 
ous Hoover Commission recommendations. It is my understanding 
that the first bill under consideration is to be S. 3362. This bill is 
apparently intended to implement two of the Hoover Commission 
recommendations, Nos. 17 and 18. 

Recommendation No, 18, which would provide for the agencies 
having jurisdiction over the funds to settle all claims arising under 
appropriations after they have expired for obligation rather than to 
have such claims settled upon certificates of the GAO is concurred in 
by the Department of Defense completely. 

It is our belief that no useful purpose has been served in having 
agencies receive claims, develop them, determine the amounts due, and 
submit them to the Comptroller General for a practically pro forma 
consideration and then have them returned to the agency and paid by 
the agency’s disbursing officers. Therefore, we believe that this recom- 
mendation will obviate currently unnecessary operation in the settle- 
ment of claims from the certified claims account. 
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With respect to the other aspect of S. 3362, which is epperently an 
attempt to implement recommendation No. 17 that all o sligations be 
liquidated from a single account, we should like to point out that the 
bill moves only part ‘of the distance in the direction of this worth- 
while objective. 

We would hope that the recommendation will be eventually literally 
implemented but only after your subcommittee has thoroughly con- 
sidered many of the more important aspects of the Commission’s 
recommendations represented in some of the legislation upon which 
you plan to take testimony. 

You will note that the bill provides for transfer on September 30 
of each year of only those amounts certified as having been obligated 
under section 1311 of the Supplemental Appropriation Act as of any 
June 30. This latter section was a recent enactment into law of 
statutory definition of obligations which the Department of Defense 
believes was a long overdue measure necessary to correct the erroneous 
as well asthe unsound practices with respect to recording and reporting 
obligations that had been going on in the executive departments for 
decades. - 

The Department considers this section as a landmark in progress 
toward a uniform basis for accounting and repor ting for appropriated 
funds. After some initial delay in preparing and securing the ap- 
proval of the accounting officers for our regulations under this statute, 
we are now in the process of applying it worldwide to all activities of 
the Department of Defense. 

As Iam sure you will understand, corrective measures of this scope, 
when applied to the complexities of accounting for and reporting on 
the obligations and expenditures within the Department of Defense, 
running in excess of $30 billion, cannot succeed overnight. 

We have been working diligently since the enactment of the statute 
and believe that within the next year or two the educative process and 
our job in this area will be completed. 

Our problem in carrying out the provisions of 3362—that is, other 
than the certified cl: arises from the fact that there are very 
large adjustments of unliquidated obligations in the Department of 
Defense after the end of the fiscal year. For instance, adjustments 
which may arise from the maturing of contingent liabilities arising 
out of all types of contracts including variation in quantity clauses, 
price redetermination, and escalation clauses, as well as in the incentive 
and cost reimbursement type contracts. 

In addition, other significant factors require adjustments in our 
obligations which are often based on the best estimates available, in 
accordance with regulations issued under section 1311, approved by 
the GAO. 

We have generally resolved most of these problems by the utilization 
of no-year appropriations in the Department of Defense but to the 
extent that the problems exist in annual appropriations, to which this 
bill is largely applicable, we recommend that serious consideration 
be given to clarifying the provisions of the bill with respect to the 
limitations on the amounts to be carried over and the manner in which 
these adjustments are to be effected in Department of Defense appro- 
priations after the close of the fiscal year and prior to the transfers 
contemplated to be made on September 30. 
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As I previously stated, it is our hope that recommendation No. 17 
will be fully and literally implemented but it is our view that it would 
represent only one minor aspect in the implementation of the many 
more sweeping recommendations of the Commission as included in 
the more comprehensive bill, S. 3199, and should more properly be 
considered in the light of conclusions reached on that legislation. It 
is understood your subcommittee is also planning to discuss that bill. 

In conclusion, I should like to state that we feel that the imple- 
mentation of recommendation No. 18 would occasion no problems in 
the Department of Defense and we would concur in the immediate 
enactment of provisions to accomplish it. 

We feel there should be some further consideration of the problems 
of the amounts carried over as of any June 30 which takes into ac- 
count the ability to revise obligations as certified on June 30 under 
section 1311, which can be justified. 

That is an adjustment that can be proven to be necessary, as well 
as taking into account any obligations which do not require the full 
amount in liquidation. 

We feel that even though the amounts carried over might some 
years be about the same amount, but no one knows. To the extent 
that amounts might have to be paid from future budgets it encour- 
ages something we are trying desperately, in the Department of De- 
fense, to avoid, that is, the padding or adding of too many contingen- 
cies to future budget requests. We are bound to have them if we are 
to provide for subsequent proper adjustments in the value of obliga- 
tions, 

I think there was a question a few minutes ago, would this require 
or encourage additional supplemental appropriations, I think the 
answer—at least my thought is that the answer must be “Yes.” Wheth- 
er it will be great in number, I do not know, but certainly, it could 
not operate to require fewer. It must require more. I do not know 
who can tell you how many more. 

Either that, or you must provide in each new budget, each new 
budget request, some amount to take care of claims or of increased 
obligations, which would be legal, proper, and must be paid. 

There would be two courses of action : One is a special budget account 
could be set up in each new annual appropriation to take care of those 
contingencies and recognize them. The customary way of taking 
care of such things in the past, which I hope we do not get into again, 
is to pad or adjust a little bit as a contingency in each of the several 
hundred different budget activity accounts that we have in the De- 
partment of Defense, because if a program manager ever had to 
pick up one of these adjustments in any year, he would protect him- 
self the next 4 or 5 years so he would not have to come for a supple- 
mental, or did not have to adjust his program all the way out through 
the field to take care of it. 

We are bound to ask for money to take care of it in one way or an- 
other. 

My own view is that, if in the consideration of the second part of 
this legislation, or what I call the second part, leaving aside the 
claims, some clear-cut provision could be made to provide for the 
adjustment of obligations, assuming they could be justified you would 
have a much better piece of legislation. 
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Also, I would urge consideration of trying to go the whole way in 
carrying over the accounts into one new account such as recommended 
by the Hoover Commission, although this bill goes part way. 

Senator Kennepy. As I understand it, you are in favor of this bill, 
but you do not feel that it goes far enough. You are in favor of it as 
far as it goes? 

Mr. McNet.. On the certified claims? 

Senator Kennepy. On the certified claims. 

Mr. McNew. But on the other part I really think it requires con- 
siderable thought here as to the effects; and some provision made for 
the adjustment of obligations as of the end of June 30 because we 
have escalation clauses in contracts outstanding. 

These are legal obligations. We attempt under section 1311 to 
provide the best possible estimate. If it runs over, the obligation of 
the Government has not been decreased a particle. 

When contracts are let for ammunition or anything, or spares, the 
quantity is specified. But frequently, the quantities may vary in the 
manufacturing process by, say, 5 or 10 percent. To post the account 
we estimate, but there can be an overrun. If there is an overrun, | 
think it is a very proper adjustment in the obligation of June 30, if 
it can be justified and proven. 

On cost reimbursement-type contracts of which there are still some 
under certain conditions, the estimate of the cost is the best we can 
make at the time. If, as in the case of ballistic missiles, frankly, 
where we do not know what some costs will be, we do have adjustments 
to get the same identical job done that was contemplated in the 
original contract. 

We think that this should provide for adjustments of that type. 
assuming they can be justified with individual items. 

Senator Kennepy. Do you have any questions, Mr. Shriver? 

Mr. Snurrver. No; I have no questions at this time, Mr. Chairman. 

Mr. McNetv. I wanted to add one thing, Mr. Chairman, I think 
that is necessary if we are to avoid one point that you brought up just 
after I stepped into the room. 

We are having a lot of difficulty in applying the provisions of sec- 
tion 1311, although, I repeat, it is one of the best pieces of legislation 
that has come out in this field for a long time. 

We would like to adhere rather carefully to what we consider very 
rigid criteria as to what is and what is not an obligation. 

But the very minute we force people, in a sense, to be a little care- 
less with it, we do not accomplish what the basic legislation was in- 
tended to do and what we are striving to accomplish in having very 
clean-cut criteria applied to what is or is not an obligation. 

Senator Kennepy. I did not want to get into S. 3199, particularly. 
Are you going to return tomorrow, or will you send some of your 
representatives here? We will have a hearing on S. 3199 then. 

Mr. McNen. I have to be out of town tomorrow, but there will be 
somebody here representing us. 

Senator Kennepy. What is your feeling with regard to the sug- 
gestion on budgeting contained on page 2 of S. 3199? 

Mr. McNett. That is a rather long subject, I think, sir, because as 
expressed here it appears rather simple. It is not quite that simple. 

Next, it is my view that looking at it from a commerical accounting 
viewpoint some of the statements here would apply perfectly, but in 
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the Federal Government I think we want to use accruals, the accrual 
principle, but must adapt it to our operation and problem; otherwise, 
[ think it is excellent principle. 

However, primarily, 1 am speaking for the Department of De- 
fense—the most important thing in managing the place is to know 
the cost of consumption. If you take the word “accruals” you would 
assume that it included depreciation and everything else. 

We are at a loss to know what value would be achieved by attempt- 
ing to apply the accrual principle in full, by depreciating a fighter 
aircraft or equipment of that type. It is an item that you have to 
have. You know its cost and its value. That certainly should be 
known. 

But on those major items you deal in the combat capability and the 
quantity. And as to depreciation, I do not know what we would do 
with it if we had it. 

As to the cost of consumption of material used in housekeeping, 
maintenance, and operation, it is vital to us to know what it is. 

So if accruals means cost of consumption in the day-to-day opera- 
tions of a post, camp, station equipment we agree completely that we 
ought to do it. 

But this is largely written from a commercial accountant’s view- 
point and does not take into account one basic difference which I 
think has to be recognized in the Federal Government; and that is 
the obligations of the Government in the future. This more or less 
subordinates that. 

I think in the past years there has been too much emphasis on obli- 
gations and not enough on the day-to-day costs of consumption or 
operation. I think we have to bring those two things into balance in 
the years to come. 

sut I do not think we dare subordinate obligations, particularly 
when we are thinking about the long-range future procurement which 
to us takes almost half of the resources you give us—we must dwell on 
that subject, because the ordinary accrual principle just does not apply 
as we think of it in business. 

Senator Krennepy. The Defense Department is really the major 
agency involved because of the amount of money expended. Your 
viewpoint would be of great help. Tomorrow could your represent- 
ative give the subcommittee a memorandum on this, section by section. 
If we have to rewrite the bill we can eliminate or change the language. 
I would like to have as thorough an analysis of it as possible and any 
suggestion that you might have. Your testimony would be very help- 
ful. (This information was presented to the subcommittee at a sub 
sequent hearing, March 27, 1956, see p. 211). 

Mr. McNett. Thank you, sir. I did not mean to mix up your hear- 
ing this morning on the one bill, except what I would call the second 
part of the bill you are considering today seems to me to be an integral 
part of the whole appropriation and accounting process. It is to a 
degree separable from the settlement of claims. That is what I had 
in mind by pointing that issue up. 

Senator Krennepy. That is fine. I am glad you brought it up be- 
cause the bill introduced by Senator Payne goes much further than 
the bill we are considering this morning. I think your analysis of it 
tomorrow, or your representative’s analysis, will be very helpful. 
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Do any of the gentlemen with you, Mr. McNeil, care to comment? 

Mr. McNew. Do you have anything to add, Mr. Bordner, Mr. 
Lanman ? 

Mr. Borpner. No. 

Mr. Lanman. No. 

Senator Kennepy. If not, thank you very much. 

Mr. McNetz. Thank you. 

Senator Kennepy. Mr. Gilbert L. Cake, of the Treasury Depart- 
ment, is the next witness. 

Do you have a prepared statement, Mr. Cake? 


STATEMENT OF GILBERT L. CAKE, ASSOCIATE COMMISSIONER, 
BUREAU OF ACCOUNTS, DEPARTMENT OF THE TREASURY 


Mr. Cake. Mr. Chairman, I have a short statement that should not 
take much over 5 minutes, if the subcommittee will bear with me. 

Mr. Chairman and members of the subcommittee : 

I am glad to testify, on behalf of the Treasury Department, con- 
cerning S. 3362, a bill to simplify accounting, facilitate the payment 
of obligations, and for other purposes. 

This bill contemplates two major changes with respect to the man- 
ner in which claims would be paid and accounted for after the related 
appropriations have ceased, by limitation of law, to be available any 
longer for making contracts or otherwise financially obligating the 
Government. 

Under the present law, the General Accounting Office reviews and 
settles claims against lapsed appropriations and, in that connection, 
is keeping more than 30,000 accounts for old balances as a means of 
insuring that no claim is paid that would create a deficiency involving 
a lapsed appropriation. 

First, however, the administrative agencies concerned do the work 
of ascertaining the facts and documenting the claims—including rec- 
ommendations thereon—to be reviewed and settled in the General 
Accounting Office. 

Under the bill, this work by the administrative agencies would 
still have to be done but the claims, except those involving doubtful 
questions of law or fact, would be certified as correct for payment by 
authorized disbursing officers without first being referred to the Gen- 
eral Accounting Office for approval. Of course, such administrative 
action would be subject to independent, postaudit review by the Gen- 
eral Accounting Office. 

Also under present law, Federal agencies geenrally must keep 3 
separate accounts with respect to each appropriation title, namely, 1 
account for the appropriation for the current fiscal year and 1 each 
for the expired appropriations for the 2 preceding years. 

This is true of appropriations limited to a year or other periods 
of time, which, disregarding trust funds, are the great majority. After 
an appropriation has remained on the books of the Government for 
2 fiscal years following that for which the appropriation is made, 
the entire balance, including the unobligated portion, lapses and is 
carried to a consolidated account for the payment of claims against 
all lapsed appropriations. As I previously mentioned, these claims, 
usually referred to as certified claims, are being submitted under pres- 
ent law to the General Accounting Office for approval before payment. 
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Under the bill, one-third of the appropriation accounts, and one- 
third of the innumerable allotment or other subaccounts related to 
such appropriation accounts, which are scattered among the different 
agencies of the Government, would be eliminated. Also, the more 
than 30,000 accounts kept by the General Accounting Office with re- 
spect to lapsed appropriations would be discontinued. 

Only 2, instead of 3 accounts, would be kept with respect to each 
appropriation title, namely, 1 for the appropriation for the current 
fiscal year and the other for the purpose of liquidating claims involving 
old obligations against all appropriations for the same general purpose. 

This would be accomplished each fiscal year by making, in the case 
of each appropriation title, a careful administrative review of the 
obligations outstanding against the appropriation account for the fiscal 
year just ended and then closing such account, within 90 days, by writ- 
ing off the unused—that is, unobligated—part of the balance and trans- 
ferring the remainder—that is, the obligated portion—to an account 
for the liquidation of old obligations. 

As I have indicated, there would be one such account maintained 
for appropriations which were made for the same general purpose, 
and the account would be used for the liquidation of old obligations 
against such appropriations regardless of when the obligations were 
incurred in past years. 

I have tried to give a general idea of the proposed changes in present 
practice without dealing with all of the procedural details. 

The Treasury has been collaborating with the Bureau of the Budget, 
the General Accounting Office and the staff of your subcommittee, in 
the drafting of the proposed legislation. 

With the amendments which the Bureau of the Budget proposes, the 
Treasury Department gives its full support to the enactment of S. 
3362. This is because there are strong advantages to be gained in 
the way of: j 

(1) Reducing the expense of paying and accounting for claims 
against expired appropriations ; 

(2) Strengthening related audit; ' 

(3) Improving accounting in two ways: by reducing the size of 
the carryover of unexpended balances as between fiscal years; and by 
treating payments of claims in the Federal Budget as expenditures of 
the administrative agencies concerned rather than as expenditures of 
the Treasury Department; and 

(4) Expediting the payment of valid claims. 

Mr. Chairman, in view of the reservations which the witness for the 
Department of Defense, Mr. McNeil, has made with regard to certain 
provisions of this bill, my testimony would be more complete if I 
should be permitted by the subcommittee to comment briefly on those 
from the standpoint of the Treasury Department. 

Senator Kennepy. Go right ahead. 

Mr. Cake. In the first place, I should like to emphasize that the 
Treasury Department is in full agreement with the Bureau of the 
Budget and the General Accounting Office on the desirability of the 
provisions of the bill as written. 

From the standpoint of the Treasury Department’s own operations, 
which are not inconsiderable, we foresee no serious difficulties of rec- 
ordkeeping or control that would prevent compliance. 
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We are opposed to the idea of merging old obligations and old au- 
thority with new obligations and new authority as an accounting mat- 
ter. We do not believe that congressional and executive control over 
the spending of public funds should be relaxed so far. 

With respect to providing authority to make adjustments for possi- 
ble miscalculations of unobligated balances, as I have said, the Treas- 
ury Department anticipates no difficutly with the bill as written. We 
are not, however, in a position to know or judge what the peculiar 
problems of the Department of Defense may be in the way of effective 
recordkeeping and control of appropriations and the need of lead 
time for installation of the new procedure. 

Senator Kennepy. Senator Cotton, any questions? 

Senator Corron. I have no questions. 

Senator Kennepy. Senator Symington ? 

Senator Symrneron. I have no questions. 

Senator Kennepy. Mr. Cake, would you care to comment further on 
the Department of Defense’s views on the bill ? 

Mr. Caxr. From the standpoint of the Department of Defense ? 

Senator Kennepy. Is there anything that you would care to add to 
what was said ? 

Mr. Caxe. Mr. Chairman, I just gave some views on that to the sub- 
committee at the close of my statement. I would be glad to repeat 
those, sir, if you care. 

Senator Symmneron. Cannot you say it without repeating it? 

Mr. Cake. There are several points. I want to cover the same 
ground, of course. 

As I previously said, the Treasury Department is in full agreement 
with the Bureau of the Budget and the General Accounting Office, 
on the desirability of the provisions of the bill as written. 

From the standpoint of the Treasury Department’s own operations, 
which are not inconsiderable, we can foresee no serious difficulty in 
recordkeeping or control that would prevent compliance. 

We are opposed to the idea of merging old obligations and old au- 
thority with new obligations and new authority as an accounting 
matter. 

Senator Symineron. What do you mean by “old obligations”? 

Mr. Caxr. I mean, Senator Symington, the obligations that. were 
incurred against the appropriation that are no longer available for 
the purpose of obligations and yet have not been paid. They are con- 
tracts that have been made. 

Senator Symincron. Give us an illustration of that from the prac- 
tical standpoint in the Defense Department, if you can pick one out, 
and see how it works. 

Mr. Caxr. I would not be able to speak particularly for the Defense 
Department. 

Senator Syminctron. Give us one from your Department then, 

Mr. Caxr. In the case of the Treasury Department, we might have 
a contract for the delivery of goods that had been made legally— 
made before the appropriation had expired—but the obligation has 
not yet been paid because the delivery has not been made. Then the 
delivery is made and the payment is effected. 

That. is what I mean by merging old obligations, that were incurred 
under prior years. 
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Senator Symineron. You are talking about money that expires at 
the end of the year, because you cannot have it in the next year? 

Mr. Caxr. I am talking about the obligations that were incurred 
against the appropriation that expired, obligations which already 
exist. 

Senator Symineron. I just want to be sure that I understand you 
now. Yousay that you order some goods, is that right ? 

Mr. Cake. That is right. 

Senator Symineron. Say you order fans for the Department of 
the Treasury. 

Mr. Cake. That is right. 

Senator Symrnctron. And when you get those goods you pay for 
them, is that right? 

Mr. Caxr. They have not been paid for in this case. 

Senator Symrnetron. Why have they not been paid for? 

Mr. Caxr. Because they had not been delivered before the appro- 
priation expired, although the contract is binding. 

Senator Syminetron. You are talking about money that expires? 

Mr. Cake. Yes, sir. 

Senator Syminoron. Because the goods have not been delivered, is 
that right? That is what I wanted to get at. 

Mr. Cake. The funds for the payment of that particular contract. 
if it was legally incurred, have not really lapsed or expired for the 
purpose of expenditure. 

Senator Syminoron. But under the law. if you do not pay for them 
in that fiseal year then the appropriation dies, your right to use the 
money dies, is that it ? 

Mr. Cake. Not as far as the money needed to pay for those particu- 
lar legal obligations that were incurred while the appropriation was 
alive. 

Senator Symrneron. If the appropriation dies, then you have no 
more money to pay the bill, is that right ? 

Mr. Cake. Oh, no, not under present law. 

Senator Symineron. Do you have the money to pay the bill ? 

Mr. Caxz. Yes—the portion of the balance of the appropriation 
which we call obligated, which is necessary for payment. 

Senator Symrneron. You make a contract to buy a fan, you either 
do it with a purchase order on the Government or do it with a contract 
with the manufacturer. 

Mr. Cake. That is right. 

Senator Syminetron. You have that money appropriated, is that 
right ? 

Mr. Cake. That money is appropriated ; yes, sir. 

Senator Symrnaron. Then at the end of the fiscal year, do you lose 
that money ? 

Mr. Caxn. You only lose the part that is not needed to cover those 
contracts that you referred to. ¥en have a firm obligation then. 

Senator Symineron. And you can pay your commitment, is that it? 

Mr. Cake. That is true, after the appropriation expires. 

Senator Symrneton. If you have not made any use of the money 
then, the money dies? 


Mr. Caxe. Only the part that is not needed to cover such contracts. 
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Senator Symineton. That is what I say, but what you have not got 
to cover the contract dies at the end of that year, with certain ex- 
ceptions, like the Navy on ships, ete. 

Mr. Caxe. That is correct. 

Senator Syminoron. All right. 

Now, what is the point then? I mean, you have not used the money, 
so the money dies. y 

Mr. Caxe. Well, if I understood the testimony of the Defense De- 
partment correctly, they advocated instead of keeping 2 accounts for 
each appropriation head, only 1 account, that is, the current account. 

In other words, the way this bill is written, Senator, it would re- 
quire you to keep 2 accounts for each appropriation head, one for 
the appropriation for the current fiscal year which is available to go 
out and contract under; and the other would be available only for the 
payment of those obligations that were incurred under the prior year’s 
appropriations. 

If I understood the testimony of the Department of Defense cor- 
rectly they advocate instead of keeping 2 such accounts, to differ- 
entiate between the money for the payment of old obligations and 
which is restricted to that, and the money to use for the current year— 
they advocate putting all that altogether in 1 account. 

Senator Symineton. Let me see if I get this straight. You have a 
certain amount of money and you commit that money in contracts or 
purchase orders, or what have you, up until the end of that fiscal year. 

Mr. Caxe. That is right. 

Senator Symrnoton. If those goods are not delivered, you do not 
pay against them; and, therefore, you lose that money and you have 
to get it in the new appropriations bill if you are going to go through 
with the objective for having the money in the beginning; is that 
right? 
ie Caxe. No, sir. Under the present law and under this proposed 
bill 

Senator Symrneton. Let us talk about the present law and then we 
can talk about the proposed bill. 

Mr. Caxe. Taking an annual appropriation, which is available only 
to enter into contracts for 1 year, at the end of that year any balance 
remaining in that appropriation can no longer be used for the purpose 
of going out and entering into contracts. 

Senator Symineton. Unless it has been previously committed. 

Mr. Caxe. But it is available to pay for any contracts or deliveries 
under such contracts that were made in the prior fiscal year for 2 years 
longer. Under the present law it stays on the books. It is available 
in order to disburse money in payment of legal obligations that were 
incurred during the year in which the appropriation was alive. 

Senator Symrncton. But which were not actually shipped at the 
time, so that you could not pay for that which you did not get in the 
year in question; is that right ? 

Mr. Cake. That is true. 

Senator Symrneron. Then you have 2 more years under the present 
law to use that money for commitments that were made for mer- 
chandise for the year in question ? 

Mr. Caxe. Correct. 








«thn. Ele aa a la ata 





BUDGETING AND ACCOUNTING 41 


Senator Symineton. What is the change in the law proposed that 
would change the current method of being allowed to use that money 
for 2 years subsequent to the fiscal year in question ¢ 

Mr. Cake. The bill would provide that at the end of the year in 
which this appropriation expired, during which it was available for 
obligation 

Senator Symineron. The fiscal year in question ? 

Mr. Cake. The fiscal year that it was made for. At the end of that 
year, you would examine that appropriation, the obligations against 
it, review them carefully, and determine how much of the balance, 
the unexpended balance was already committed and how much was 
uncommitted. You would write off the books at that time the uncom- 
mitted portion. It would disappear. It would not be available any 
longer. 

Senator Symineron. Isn’t that sort of impractical ? 

Mr. Caxe. It is not available for anything, Senator. 

Senator Kennepy. Where does it go? 

Mr. Cake. The authority has expired. 

Senator Kennepy. You say you write it off. You are talking about 
the proposed bill. What would you do under the present law with 
that money ? 

Mr. Cake. It would stay on the books for 2 years. 

Senator Kennepy. And under the proposed bill you would write it 
off ? 

Mr. Caxe. Under the proposed bill the uncommitted portion you 
would get rid of immediately. 

Senator Symrneton. What do you mean by “get rid of”? 

Mr. Cake. Write it off the books. 

Senator Symtneron. Cancel it out ? 

Mr. Cake. Cancel it out. 

Senator Symineton. In the beginning when you asked for the 
money, did you think that you needed it ? 

Mr. Cake. Yes; over a year ahead of the time that you are going 
to use it. 

Senator Symrneron. So there is no change in your opinion as to a 
meritorious request to the Congress ? 

Mr. Cake. Senator, of course, conditions change during the year, 
and it is kind of hard to estimate sometimes, so far in advance. 

Senator Symrneton. Then you would say that you would approve 
writing off that money, so that it could not be used in the subsequent 
2 years? 

Mr. Caxr. The Treasury supports that position in the bill; yes. 

Senator Symrneton. But do you not see how difficult that would 
be for the Department of Defense on long-term contracts ? 

Mr. Caxe. As I have said, we are in no position to judge what their 
peculiar problems are. 

Senator Symineron. If you buy a ship it takes 6 or 7 years to build 
It. 

Take an airplane, a bomber, it takes months to build it, and for ships, 
years. 

On the basis of the law that you present, if you do not actually get 
delivery then you automatically cancel it out. What would you do with 
half of a ship or half of a plane ? ; 

Mr. Cake. You would have to get additional authority. 
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Senator Syarneron. Then you would come back constantly and 
take the time of the Congress to ask for the money that you had asked 
for before, is that right? 

Senator Kennepy. I am not sure that would be correct in the case 
of a ship. 

Senator Syminoron. I do not understand it, Mr. Chairman. 

Senator Kennepy. I want to understand it, too. But that is not the 
question that Senator Symington asked. I think he is getting to the 
heart of the matter very well. That would not be true if you ordered 
a ship. If the ship were not delivered you would not cancel out that. 
That would be an obligation so it would not be affected here. We are 
talking about unobligated funds. 

Mr. Cake. That istrue. That is an administrative matter and I do 
not know whether they would cancel the contract or come back to the 
Congress for more authority. 

Senator Symineron. You are up here testifying on the bill. That 
is a pretty important point. If you order food and do not use it, 

ou order fans and do not want them, because you have a cool summer, 
can understand that, but I think there is some special legislation in- 
cident to laying the hull of the ship. 

Suppose you have a long-term contract for bombers and due to a 
change by the Government your delivery date is delayed. 

Under this law, under your testimony, you would have to come and 
ask for that money again. 

Mr. Caxr. That would be true, Senator, if you could not pay for 
those obligations within that time. 

Senator Symineron. Don’t you think that is impractical ? 

Mr. Cake. We do not anticipate any difficulty within the Treasury 
Department. I am in much better position to speak about our own 
operations. 

Senator Symrneron. You would not support something in the 
Treasury Department that operated against the functions of another 
Department that uses a great deal more money than your Department 
does, and, therefore, gives them much more of a problem in dollars 
and cents than it would give you, would you ? 

Mr. Cake. Well, I assume that if the Department of Defense has 
good illustrations and good examples and evidence of the need for mak- 
ing the retroactive adjustments under the bill, they can sustain that 
need with the subcommittee. 

Senator Symrneton. They have to come back to the Congress and 
justify again what they have already justified, do they not ? 

Mr. Cake. I assume they would. 

Senator Symineton. Would not that take a lot of unnecessary time? 

Mr. Caxr. If there was much of that; yes, sir. 

Senator Symrneron. It would probably run into billions of dollars 
of requests. 

Senator Kennepy. My understanding of it is that it would not 
affect those items which have been ordered and which have not been 
delivered. All it would affect would be those items obligated which 
have not been delivered and rather than have the money put in the 
Treasury in the Claims Section, the agency would be able to pay the 
claim itself. That is all this bill deals with. Is that correct? 

Mr. Caxr. Yes, but, Mr. Chairman, the difficulty lies in the fact 
that within 3 months each agency must determine the amount which 
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is obligated and available for that purpose for paying those bills. 
If they miscalculate, if their records are not complete, or if they 

miscalculate the amount of those obligations, and understate them, that 
was Senator Symington’s point, I believe. 

Senator Symineton, No, my point-—— 

Mr. Caxz. They would then have to come back. 

Senator Symineton. A lot of things that you buy, especially in 
aeronautical material and maritime material, take a long time to 
deliver. 

With the possible exception of 1 or 2 cases, as I read this bill, if you 
do not get delivery on those in the year in question, as you have inter- 
preted this bill, you would have to come before the Congress and have 
a rejustification of the items in question in order to be able to pay for 
them. 

I would think that would make a very tricky situation from the 
standpoint of the manufacturers, for example, if that is correct, the 
way I gather your testimony. 

Mr. Cake. You would only have to if you grossly underestimated 
what the amount of the ultimate payment would be. In other words, 
the difficulty, apparently, that the Department of Defense is trying 
to point out, is that within 90 days they have a very difficult problem 
of determining rather accurately or reliably the exact amount that 
should be reserved for future payments. 

Senator Symrneron. Let me take a case. 

Suppose you had a schedule, for example, to deliver, say 80 bombers 
in the last 8 months of this fiscal year and because of engineering 
changes specified by the Government you were not able to deliver those 
until you had completed the changes. Suppose the changes took an- 
other 12 months or maybe 15 months before you could deliver. 

For example, would the Department of Defense have to come before 
the Congress and rejustify money in order to pay for those items when 
they oe delivered in a subsequent or the second subsequent fiscal 

ear 
7 Mr. Cake. They would have only to rejustify the amount neces 
sary if they had grossly underestimated the obligation. 

Senator Symineron. That would alw ays be true—they would only 
have to justify the money necessary to pay the bill. 

They would have to justify paying for the later account. 

Mr. Caxe. If I might clear up just that one point, they will already 
have estimated under this bill what they think they will have to pay 
in the future. That will be available. 

Senator Symrneton. But they might make a mistake ? 

Mr. Cake. If they make a mistake and underestimate that, then 
they would not have the money necessary. 

Senator Symrneron. In other words, if the mistake they made was, 
for example, that they did not know design changes were going to 
hold the delivery up 6 months 

Mr. Cake. That is where the difficulty lies. 

Senator Symineton. That would not be their mistake, would it? 

Mr. Caxe. I do not quite follow you on that. 

Senator Symrneoron. In other words, they are given a schedule of 
planes and they apply a certain amount of money to pay for them, 
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then they decide in order to make the plane more competitive as 
against possible opposition, they want to make changes on the plane. 

Mr. Cake. You could hardly call it a mistake. 

Senator Symineron. That is right. I would not call it a mistake, 
either; but on the other hand, whether it was a mistake or was not a 
mistake, they have not the money to pay for that unless they come 
back and ask for more money. 

Mr. Caxe. As I understand it, that is true. 

Senator Symineron. That isthe way you understand it ? 

Mr. Cake. Yes. 

Senator Symrinoron. Is that true of all merchandise in the Depart- 
ment of Defense? Are there any exceptions? 

Mr. Caxe. Sir, I cannot answer. 

Senator Symineton. Is there anybody here who could answer that 
question ¢ 

Mr. Lanman. Iam Mr. Lanman, Assistant General Counsel for the 
Fiscal Affairs for the Department of Defense. 

I would like to say you are absolutely right with respect to the im- 
pact of this legislation on an annual appropriation account where we 
do have long le: ad-time procurement. 

However, with respect to most of the hard goods, the major items 
we call them, the appropriations involved are made on a basis of no 

var limitation, no fiscal year limitations. 

“Th the case of planes, ships, tanks, and most of the long lead-time 
articles, for which appropriations are made to the Department of De- 
fense, this bill would have little, if any, application. 

However, to the extent, as we testified earlier—to the extent that we 
have retained in annual appropriations long lead-time procurements, 
Navy ship components, etc., we do have the problem. 

And additionally, the point we attempted to make earlier was that 
in these contracts and in many of the obligations of the Department of 
Defense, they change. 

In other words, take the case of the fans that you spoke of earlier. 
We agree to pay a certain price for the fans. That obligation is clear. 
It probably would not happen in the case of fans, but there might 
be a price escalation clause in there to take care of increased labor 
costs which did not oecur until sometime after the close of the fiscal 
year. Our obligation to pay is firm. And we would have to adjust 
the records. 

If the money has been returned to the Treasury, then we have to get 
it some place. This bill provides that we would get it out of the 
current account. We are somewhat concerned with respect to the 
possible impact of that on our current account. 

Senator Selinsisoie. I have to leave. I am very much in sympathy 
with Mr. Lanman’s testimony. I would like to have some further 
time to go into this. Could you have a further hearing on this matter. 

Senator Kennepy. Will you go over again slowly for us, why this 
bill is going to make your problem more complicated, because if it 
is going to complicate more than help matters we should know about it. 

Mr. Lanman. As we indicated earlier we are in favor of the long- 
range objective of this bill. 

Senator Kennepy. Are you in favor of the bill? 
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Mr. Lanman. We are in this position, sir: That is, that the bill if 
clarified to assist in the problems which I have just discussed 

Senator Kennepy. Do you have clarifying language with you? 

Mr. Lanman. We have not, to offer here today, language for clari- 
fication but I am authorized by Mr. McNeil to say that we would be 
happy to join with your staff or submit some for the subcommittee. 

Senator Kennepy. As to how it might be improved ? 

Mr. Lanman. Yes, sir. 

Senator Kennepy. Do you know whether the Treasury and these 
other groups would still support the bill, if the changes that you are 
going to suggest were put in ¢ 
~ Mr. Lanman. I have no way of knowing that, sir, for sure. 

Senator Kennepy. Have you discussed your changes with the Bu- 
reau of the Budget ? 

Mr. Lanman. We prepared a general comment on a similar legis- 
lative proposal, sir, to which we offered no language but we did indi- 
cate substantially, the same as Mr. MeNeil did here this morning, 
that we felt if the major recommendations were enacted—take, for 
instance, the cost basis which I am not too familiar with or expert on, 
but assuming that we would believe that the Hoover Commission rec- 
ommendation No. 17 under that circumstance would have to be fol- 
lowed literally; in other words, we could not go to the cost basis 
without a single account to reflect all of the transactions. 

I am not qualified to discuss those aspects. 

Senator Kennepy. The cost is not in this. 

Mr. Lanman. I understand that. 

Senator Kennepy. There is no point in the subcommittee doing 
anything about this bill if the Department of Defense is not in favor 
of it as it stands. 

First, we want your suggested language and then we want to know 
whether the Bureau of the Budget and other administrative agencies 
are in agreement with it. How can we function without that informa- 
tion ¢ 

Mr. Lanman. I am sorry, sir, that we are not prepared to offer that 
at the moment. Wecan get it for you as quickly as possible. 

Senator Kennepy. Have you discussed it with the Bureau of the 
Budget ? 

Mr, Lanman. Recommended language? No, sir. 

Senator Kennepy. Perhaps recommended thoughts that the lan- 
guage would implement ? 

Mr. Lanman. Yes, we have. 

Senator Kennepy. Are they in agreement with it? 

Mr. Lanman. I think not, sir. 

Senator Corron. The suggestions that you have to make—do they 
have to do with S. 3362 or the bill that we are taking up tomorrow ? 

Mr. Lanman. The testimony we have offered here is in relation to 
S. 3362, and we would have clarifying amendments offered to that bill. 

Senator Corron. That was my second question. Is it just simply a 
clarification or do your thoughts about this bill involve substantial 
change in the mechanics of the bill or the theory of the bill ? 

Mr. Lanman. | find it difficult to state the position, sir, except to 
say that the bill, if enacted in its present form, we would find difficult 
to work with and we would suggest that if the subcommittee desires to 
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enact a bil] in its present form, including the provisions for establish 
ment of more than one account, to liquidate the prior year obligations, 
we would like to offer some language prior to the enactment. 

If, however, the subcommittee is seriously considering the enact 
ment of the provisions in S. 3199, we would prefer that nothing be 
included in this bill with respect to the establishment of the single ac 
count and that it be considered in connection with S. 3199. 

Senator Kennepy. We are going to hear more testimony tomorrow 
morning on S. 3199. In the meanwhile, we will have the staff and you 
get together on the language and the changes you might suggest for 
this bill and then the Bureau of the Budget can approve it and we will 
discuss it again. 

Mr. Lanman. Thank you. 

Senator Kennepy. I think it is unfortunate that prior agreement 
could not have been reached with the Bureau of the Budget, because it 
is pretty hard for us to consider detailed technical language. The 
representatives of the Bureau of the Budget say they are in favor of it. 
and then find it excepted to by the most important agency. 

Mr. Lanman. We did make known that we had some reservations 
with respect to the bill as introduced. 

Senator Kennepy. The reservations seem major. 

Thank you. 

We will now hear from Mr. Robert F. Keller, Assistant to the Comp- 
troller General of the United States. 


STATEMENT OF ROBERT F. KELLER, ASSISTANT TO THE COMP- 
TROLLER GENERAL; ACCOMPANIED BY KARNEY A. BRASFIELD, 
ASSISTANT TO THE COMPTROLLER GENERAL; JOHN MOORE, 
OFFICE OF GENERAL COUNSEL; AND S. M. BROWN, ACCOUNTING 
SYSTEM DIVISION, GENERAL ACCOUNTING OFFICE 


Mr. Ketter. Mr. Chairman and members of the subcommittee, I 
have with me Mr. Karney Brasfield, Assistant to the Comptroller 
General; Mr. John Moore of our General Counsel's Office; and Mr. 
S. M. Brown of our Accounting System Division. 

I have a short statement I would like to read, with your permission. 

Senator Kennepy. Proceed, please. 

Mr. Ketier. We appreciate the opportunity to appear before you to 
discuss 8. 8862 which, if enacted, will bring about substantial account- 
ing improvements in the Government and will greatly simplify and 
facilitate the payment of amounts due to creditors of the Government 
which are chargeable to lapsed appropriations. 

The Hoover Commission, in its Report on Budget and Accounting. 
made two recommendations in the particular area covered by 8, 3362. 
These are: 

Recommendation No. 17: 

That each department and agency be authorized to maintain a single account 


under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations. 


And recommendation No. 18: 


That vouchers which are otherwise valid but as to which appropriations have 
lapsed should not be referred as “claims” to the General Accounting Office but 
should be settled within the agencies. 
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S. 3362 will substantially carry out the objectives of recommenda- 
tions Nos. 17 and 18. The only essential difference being that obli- 
gated balances for prior years would be consolidated in separate ac- 
counts, rather than brought forward to the current appropriation ac- 
counts of the agencies. 

S. 3362 authorizes the agencies of the Government to pay undis- 
puted bills chargeable to lapsed appropriations in precisely the same 
manner as bills payable from currently available appropriations. 

This objective will be accomplished by repealing existing require- 
ments that all obligations chargeable to lapsed appropriations shall be 

certified by the General Accounting Office in advance of payment by 
permitting agencies to retain obligated balances of appropriations 
made to them; and by granting, under regulations to be prescribed 
by the Comptroller General, authority to the agencies to pay prior 
year obligations from the retained balances through regular disbursing 
channels. 

In the event S. 3362 is enacted, it is estimated that from 40,000 to 
50,000 cases a year which, under present law, are required to be proc- 
essed by the General Accounting Office, can be paid directly by the 
agencies, 

As a result, claims adjudicators and supporting personnel of the 
General Accounting Office now engaged in such work will be avail- 
able for assignment to more productive work. Paperwork and time 
lags will be substantially reduced. 

In addition, the General Accounting Office will be able to discontinue 
the maintenance of approximately 35,000 detailed ledgers of accounts 
pertaining to lapsed appropriations. 

The bill will not affect the responsibility of the General Accounting 
Office to adjudicate claims involving doubtful question of law or fact. 
Such claims will continue to be sent to the General Accounting Office 
for settlement. 

In addition, the proposed legislation will reduce the carryover of 
unexpended balances in appropriations. At present, the entire bal- 
ance of each annual appropriation is carried in the account of the 
agency for 2 years after the appropriation is no longer available for 
obligation purposes. 

Under the provisions of S. 3362, the obligated balance of an ap- 
propriation will be transferred to an appropriation account consisting 
of the obligated balances of all prior year appropriations granted for 
the same general purpose. 

The unobligated balance will revert to the general fund of the 
Treasury. These transfers will be based on reports of obligated bal- 
ances which all agencies are now required to make under the provisions 
of section 1311 of the Supplemental Appropriation Act, 1955. 

It is recognized that, it is not always possible to report obligated 
balances of appropriations with precise accuracy, due to occurrences 
which may come about after the reporting date. Amounts ultimately 
required for liquidation of obligations may fluctuate. 

However, the agencies will be able to utilize the savings resulting 
from excess obligations to offset amounts underobligated. 

This feature, together with the authorization in section 3 of the 
bill to use currently available appropriations when necessary to meet 
obligations against prior years’ appropriations, should afford suf- 
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ficient latitude to the agencies to effect payments to creditors with- 
out undue delay. 

An additional benefit will be afforded by the bill. At present, 
liquidations of outstanding obligations against lapsed appropriations 
are budgeted and rec orded as e expenditures of the Treasury Depart- 
ment rather than of the agencies which received the goods and services. 

This procedure over states the expenditures of the Tre sasury and un- 
derstates the expenditures of the agencies which incurred the obli- 

ations by several hundred millions of dollars each year. Under 
3362 such expenditures will be recorded and reported as expendi- 
tures of the individual agencies who received the goods or services. 

It is understood that the Burea of the Budget has suggested amend- 
ments to S. 3362. ‘These amendments are for the most part technical. 
They have been discussed with us and we concur with the Bureau in 
recommending their favorable consideration. 

We fully endorse the provisions of S. 3362, together with the amend- 
ments offered by the Bureau of the Budget and urge favorable consider- 
ation of the legislation by the Congress. 

Senator Kennepy. Are there any questions? 

Senator Corron. Mr. Keller, can you give a rough estimate of the 
amount of savings annually that this bill might effectuate 4 

Mr, Keurer. I can give you an estimate of annual savings, Senator 
Cotton, insofar as the General Accounting Office is concerned. 

We estimate that we will have a reduction in personnel after we 
clear up certain other pressing work, which I hope will be in about 
18 months. 

We estimate we will need 106 personnel. Seventy-eight of these 
people would carry an average salary of some $6,500 a year, which 
would be the aaa claims adjudicators. Twenty-eight will be serv- 
icing personnel with an aver ase salary of about $3, 300 a year. 

I have not totaled those up, Senator Cotton, but I can’ do so. 

Roughly, around $600,000 per year. 

I say we cannot have an immediate savings because if this bill is 
enacted, we want to use our excess personnel for liquidating a backlog 
of claims the Government has against individuals, of which there are 
some 155,000 on hand right now. 

Senator Corron. How much, roughly, are the unobligated carry- 
overs that this bill would cause to terminate ? 

Mr. Kertier. I am sorry that I do not have any figures on that. 
I think what you are talking about is the total amount of appropria- 
tions that we would no longer carry in the appropriation account. 

Senator Corron. That are now being carried / 

Mr. Kerrier. And revert back to the general fund of the Treasury. 

Just a minute, sir. Mr. Brown, do you know how much went into 
the certified claims fund last year ? 

Mr. Brown. No, I donot. 

Mr. Ketter. I am sorry, we do not have that, Senator Cotton. 
will be glad to furnish it for the record. 

Senator Corron. Can you supply it? 

Mr. Ketter. Yes, sir. 

(The information requested is as follows :) 
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1954 annual appropriations as of June 80, 1955 





Unexpended balances of 1954 appropriations___.______._________ $8, 561, 117, 000 
Unliquideted obligations. 4... i650 nese eh in eens +] 188088000 
ECOG: SION nce eniececden eee Smee cit aneemew ie 14, 872, 000 

Net unliquidated obligations___.________- ’ we oe 1, 118, 611, 000 


Amount that could have been withdrawn under the provisions of 

S. 3362, exclusive of the amount of obligations which were paid 

during the period July 1, 1954, to June 30, 1955__.___________ 2, 442, 506, 000 

Senator Corron. I noted with interest your statement when you 
referred to the fact that the Treasury is now being charged with ex- 
penditures that actually are on behalf of other agencies. Does that 
run into a very substantial amount ? 

Mr. Keuxer. It is between one and two hundred million dollars a 
year. 

Senator Corron. What agency or agencies have the bulk of that ? 

Mr. Ketxer. The bulk would be, I suspect, with the military agen- 
cies. At least, that is the way our so-called certified claims break 
down. About 80 percent of those claims arise in the military depart- 
ments. : 

Senator Corron. So that one effect of this bill as it affects the De- 
fense Department would be that they would be in public accounting 
charged with more expenditures than they are now ? 

Mr. Ketter. What happens, Senator, is this. When appropriations 
reach the period of 2 years after the year for which they are made, 
the balances are carried into the certified claims fund. The certified 
claims fund is by legislation, under the jurisdiction of the Treasury 
Department. Therefore, the charges against it are charged against 
the Treasury Department. For payment purposes they are shown as 
Treasury disbursements. 

Senator Corron. Are you familiar with the general theory behind 
the suggested changes that the Defense Department is going to offer 
to this subcommittee ¢ 

Mr. Keuirr. Yes, sir. Of course, I have not seen any language. I 
would like to comment on those changes for a minute. 

Mr. Lanman brought some of the points out. One of the major con 
siderations is the large procurement items. Insofar as Defense is con- 
cerned, they are financed from no-year appropriations, which this bill 
would not affect. In other words, no-year appropriations do not expire 
as of June 30 for obligation purposes. 

Secondly, I would like to reiterate a point that I made in my state- 
ment. For example, on June 30, or within 3 months after that time, 
we contemplate that the Department of Defense, and other agencies 
will determine their obligated balances. That is, what contracts they 
have entered into up to June 30, what they are committed for. 

That amount of obligations would be drawn off and set up in a sep- 
arate account and merged with all prior-year balances of that type. 

The Department of Defense, as I understand their position, 1s not 
so much disturbed about what happened up to June 30, because they 
have a picture of that. But after June 30, they may make an amend- 
ment to a contract entered into prior to June 30 which will result in 
more money than originally obligated. 
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Or they may have, as they pointed out, an escalation in a contract 
which would not have been taken into consideration at the time they 
determined their obligated balance on June 30. 

My feeling on that is—and none of us have any way of proving 
our position one way or another since it can only be proved by actual 
experience—those events would happen, but at the same time you 
would have events occurring on the other side of the ledger. 

In other words, contracts would be reduced by price redetermina- 
tion. Contracts would be canceled in reprogramming. We feel that 
in the long run the two stand a good chance of balancing each other 
off, but if they do not, then provision is made in the bill that the agency 
can tap their current appropriation to pay any of those bills that come 
up for which they have not obligated sufficient funds. 

If by so doing the agencies have to request a supplemental appropri- 
ation, Congress would have to consider the problem at that time. 

IT cannot say they would never have to request a supplemental appro- 
priation, vet at the same time I would not agree that it would be 
necessary very often. 

Senator Corron. Thank you. 

Senator Kennrpy. I would like to discuss that particular point a 
little more. 

Under the present law the Department of Defense, if it is buying 
an item, or items, and let us not talk about ships or planes which are 
in a different category 

Mr. Ketter. I do not think they are a good example. 

Senator Kennepy. Let us talk about fans. 

Mr. Kerrer. All right, sir. 

Senator Kennepy. Under the present law, if the Department orders 
fans and it uses all of the money for fans, with the exception, say, of 
$5 million. that $5 million would be carried as unobligated money for 
2 years. is that correct ? 

Mr. Ketuirr. Under present law that is right, on the basis that no 
contracts have been placed against the $5 million. 

Senator Kennepy. That is right. What use can the Department 
make of that unobligated money after the first vear? The Department 
cannot use it. can it ? 

Mr. Kerzurr. Only to the extent that if in connection with their con- 
tract for fans in the previous vear they came along after the end of 
the year and changed the specifications of the fans which made them 
cost more money, or if the contract, for example, provided for an 
escalation for labor increase. 

In other words. that would be an occurrence after the original deter- 
mination of the obligated balance had been made. 

Senator Kennepy. They cannot use the unobligated balance for 
anything but the liquidation of the goods for which they were obli- 
gated for the first vear, is that correct ? 

Mr. Kerrier. Liquidation of the contract in all respects, as I pointed 
out, that may be a change in specification or an escalation. 

Senator Kennepy. Under this new bill the unobligated money 
which would be available for these purposes only, which you have just 
described, would be taken away from the control of the Department 
of Defense completely. and then if there were changes in, say, an esca- 
lation clause, they would have to ask for a supplemental appropria- 
tion: is that correct ? 








ae 


a 


sien Saami nc Es 


oo nae. 


an 


a 


ipl cai 0 


fr ete 


A sn 


BUDGETING AND ACCOUNTING 51 


Mr. Ketuer. No, not entirely, Mr. Chairman. Only the unobli- 
cated balance would be taken away from the control of the Department 
of Defense. The Department of Defense, or any other agency, would 
be limited as to the total amount that they could spend for obliga- 
tions incurred in the prior yea1 

But you cannot look at this matter as one individual contract. 
As I pointed out in the case of the fans, suppose we had an increased 
cost after June 30 of $100,000 over and above what we thought the 
obligation might be on June 30. At the same time we are looking 
at all contracts, and we know that due to changes in another contract 
less money would be required. This may be due to reprograming, 
etc., bringing about cancellation of a contract. When that happens 
the excess obligation recorded for the second contract could be used to 
balance off the under obligation on the first. 

We think that is the way it will work. 

Senator Kmennepy. I understand they can balance off these accounts, 
depending upon how they go up or down. We are talking now about 
this unobligated $5 million. At the present it will be carried on for 
2 years and will be available for cule ted contingencies on goods 
which have already been ordered. 

Under this bill that money would not be available unless the De- 
fense Department asked for a supplemental appropriation ? 

Mr. Ketter. It would not be available, that is correct. 

Senator Krmnnepy. That is the part of the bill about which the De- 
partment of Defense has some reservations, as I understand it. 

Mr. Kerrier. As I understand their testimony, Defense is asking 
for a provision to adjust or to go back and pick up some of that 
money. I am not clear exactly. 

Senator Kennepy. The other part of the bill which deals with 
these claims, the payment of claims, I believe they favor, and you 
are wholeheartedly in favor of it, are you not? ? 

Mr. Ketier. We have no reservations whatsoever about it. I base 
that opinion on our own experience. 

T would like to give you an example on that. You may run into 
June 30 of a year when an appropriation can no longer be charged 
by the Department of Defense. 

If the contractor had a bill in, regardless of the amount, and there 
is no question that it is due and payable, the Department could pay 
the bill on June 30. But on July 1, that same transaction would 
would have to be sent to GAO for settlement. 

That is on the basis of the law enacted in 1949 which provides that 
the certified claims fund can only be charged against on a certificate 
of the GAO, 

Senator Kenneny. Under the present law they have the 2-year 
carryover ? 

Mr. Keurer. Yes. 

Senator Kennepy. Under this bill you would not have that 2-year 
carryover. Would that increase the number of claims? 

Mr. Kerirr. T do not see how it would. T do not see how it would 
change it a bit. 

Senator Kennepy. Tt would not ? 

Mr. Keiirr. No, it would certainly decrease the muimber of chin 


that the GAO handles. 
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Senator Kennepy. We want to be clear because of some of the ques- 
tions that Senator Symington was asking. I do not know whether it 
was the impression that this would alter the power of the Department 
of Defense to carry over the purchase of hardware for the Defense 
Department. We are talking about the right to carryover, and I think 
he was concerned that it might affect the purchase of goods which take 
more than a year to produce. Those are all handled by other funds. 
It seems to me this would only affect something else. 

Mr. Keiier. I would like to clarify that point, if I may. Let’s go 
back to our example of the fans again. 

If for any reason there fans took 2 years to produce, under a con- 
tract made prior to June 30, there would be a firm obligation for pay- 
ment of those fans. The money would be available for 5 years, if 
necessary. ‘There would not be any problem on that. 

Senator Corron. So long as they did not cost more than they had 
contemplated, they could change the make of the fan, and design of 
the fans, or postpone the contract for 2 or 3 years and still hold the 
money ¢ 

Mr. Ketter. Yes, sir. 

Senator Kennepy. I think your testimony and the testimony of 
the representatives of the Department of Defense and the Department 
of the Treasury is very helpful. We are very grateful to you. 

Are you going to have a representative here to testify on Senator 
Payne’s bill tomorrow ? 

Mr. Ketier. Yes, sir, Mr. Brasfield, whom I introduced earlier, will 
be the principal witness on that bill. 

Senator Kennepy. The suggested amendment would be that a sec- 
tion be written permitting exemptions from this provision, in cases 
where the Department of Defense requested it, and could justify it 
before the Congress. That might take care of those special cases which 
they feel would not be satisfactorily dealt with under the new bill. 

Mr. Keir. I would like to point out under that there is one pro- 
vision, a Budget Bureau amendment, which may help the matter. 
It would bea new section 9. That section reads: 

The inclusion in appropriation acts of provisions excepting any appropriation 
or appropriations from the operation of the provisions of this act, and fixing 
the period for which such appropriation or appropriations shall remain available 
for expenditure, is hereby authorized. 

As you are well aware, that would place Defense or any other 
agency in the position of proving their need to the Appropriations 
Committee. 

Senator Kennepy. Is this satisfactory to you? 

Mr. Ketter. Yes, sir. 

Senator Kennepy. As I understand it, this language is satisfactory 
to the Bureau of the Budget ? 

Mr. Frnan. We recommended that. 

Senator Kennepy. Is this satisfactory with the Defense Depart- 
ment ? 

Mr. Lanman. We have not had an opportunity to thoroughly dis- 
cuss it, sir. We will have a talk with the military departments and 
representatives. 

Senator Kennepy. Perhaps tomorrow morning you could give us 
an opinion whether you would withdraw your major objections to it, 
if this language were in the bill. 
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Mr. Ketuer. I would like to point out one other matter. We would 
like to see two separate accounts maintained instead of carrying for- 
ward the obligated balances of prior years into the new money account. 

[ cannot say that we would not be ready for one account at some 
time in the future, but being practical about it—and this is not aimed 
at any agency in particular—one account would place the agencies in 
the position of bringing over obligated balances into new money for 
the current year, and then it is possible that they could deobligate and 
have that money available for programing and procurement within 
the current year. This, in effect, would supplement the appropriation 
already made by Congress. 

If I may make it clear, I am not saying anybody is going to do 
that. I think it would provide a means whereby it could be done. 

Senator Kennepy. That is a good point. 

We will consider that carefully. 

I wish to place in the record the following letter from Senator 
H. Alexander Smith of New Jersey. 





Marcu 17, 1956. 
Hon. JOHN F.. KENNEDY, 
Chairman, Subcommittee on Reorganization of Committee on Govern- 
ment Operations, 
United States Senate, Washington, D.C. 


Dear JOHN: I understand that your subcommittee is planning to hold hearings 
on §S. 3362 this coming Tuesday, March 20, 1956. That bill, as you know, covers 
the same aspect of the Hoover Commission Report on Budgeting and Accounting 
as my own bill, 8. 2678, introduced last year. 

I have studied the two bills and, as a result, I find your bill completely satis- 
factory and an appropriate substitute for my own. I am happy to see that some 
of these Hoover bills are reaching the stage where you are able to take 
some action on them. 

Always cordially yours, 
H. ALEXANDER SMITH. 


The subcommittee will adjourn until tomorrow morning at 10 
o'clock, when we will consider S. 3199. 

I want to thank you all again for coming here today to testify be- 
fore the Subcommittee on Reorganization. 

(Whereupon, at 11:45 a, m., the subcommittee adjourned to recon- 
vene at 10a. m., Wednesday, March 21, 1956.) 
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WEDNESDAY, MARCH 21, 1956 


Untrtep Strates SENATE 
SUBCOMMITTEE ON REORGANIZATION OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met, pursuant to call, at 10 a. m., in room 357, 


Senate Office Building, Washington, D. C., Senator John F. Kennedy 


presiding. 

Present: Senators John F. Kennedy, Democrat, Massachusetts; 
Stuart Symington, Democrat, Missouri; and Margaret Chase Smith, 
Republican, Maine. 

Present also: Senator Frederick G. Payne, Republican, Maine; 
Miles Scull, Jr., professional staff member; Glenn K. Shriver, pro- 
fessional staff member; and Kathryn M. Keeney, clerical assistant. 

Senator Kennepy. The subcommittee will come to order. 

We will resume hearings today upon recommendations made by the 
Hoover Commission relating to the Federal Government’s budgeting 
ind accounting programs. 

Testimony will be devoted this morning to S. 3199, introduced by 
Senator Payne, of Maine, and also sponsored by the ranking Repub- 
lican member of the subcommittee, Senator Smith of Maine, which 
would implement the Hoover Commission’s recommendations in these 
areas. S. 3199 incorporates the provisions of S. 2480 and S. 2369 which 
also are pending before the subcommittee. 

This bill would require the agencies of the executive branch of the 
(Jovernment to establish cost-based budgets: 

\uthorize the Director of the Burean of the Budget to assign budget 
analysts to the principal departments to maintain a continuous review 
of budget preparation and administration ; 

Requir e each executive agency to maintain its accounts on an accrual 
hasis to show more clearly resources, liabilities, and operating costs: 

Establish a Staff Office of Accounting in the Bureau of the Budget, 
headed by an Assistant Director of Accounting, to develop an overall 
accounting program in accordance with standards prescribed bv the 
Comptroller General ; 

Create an Office of Comptroller in each executive agency to super- 
vise agency accounting and auditing systems as prescribed by the 
Assistant Director of Accounting proposed above; and require each 
agency, in accordance with standards prescribed by the Comptroller 
General, to maintain a single account under each appropriation title 
or fund. 

We have as our first witness, Senator Frederick G. Payne, of Maine, 
the author of the bill. 
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As former Governor of Maine, and previously as commissioner of 
finance and director of the budget for that State, Senator Payne brings 
to the subcommittee years of experience in governmental budgeting 
and accounting, and the problems involved therein. 

Senator Payne, it is, indeed, a pleasure to have you with us. 


STATEMENT OF HON. FREDERICK G. PAYNE, UNITED STATES 
SENATOR FROM THE STATE OF MAINE 


Senator Payne. Thank you very much, Mr. Chairman, and my dis- 
tinguished colleague, the senior Senator from Maine. It is a pleasure 
for me to appear here today in support of 8. 3199. 

Let me say at this point, Mr, Chairman, that sometimes people be- 
come confused over amounts. The size in itself has no bearing on the 
problem since it makes no difference whether an amount is 60 billion 
or whether it is 1 billion, if a basic accounting philosophy which sets 
up adequate controls and fiscal reporting is established. So, dobar 
volume as such sometimes confuses people because they think when you 
talk in great sums, that you are exaggerating the problem, whereas, 
actually, you are not if the basic concept is on a sound basis. 

That the present fiscal system has serious shortcomings is rather 
unanimously agreed by all authorities in the field. As to agreement on 
particular shortcomings there is not so much unanimity, and with re- 
gard to possible corrective measures there is reasonable agreement on 
certain approaches and some disagreement on others. 

‘The decade since the end of World War IT has seen a growing de 
mand for modernization of the budget process, and some progress has 
been made such as the Government Corporation Control Act of 1945, 
which placed the operations and accounting of government corpora- 
tions on a business-type system; the 1949 amendment to title IV 
of the National Security Act of 1947, which provided for performance 
budgeting in the Department of Defense; and the Budget and Account- 
ing Procedures Act of 1950, which carried out some of the recommenda 
tions of the-first Hoover Commission, and took some major steps to- 
ward revitalizing the budget process. 

Despite the fact that the record shows considerable progress, we 
still have a long way to go. There have been many proposals made 
which would purport to improve our fiscal system, with each receiving 
varying degrees of support from fiscal experts, both in and out of the 
Government. 

Naturally some have more merit than others. On several of the 
major proposals there is substantial agreement on the general plan, 
but serious disagreement on the manner of implementation. A great 
many of these proposals, most of which appear to have merit in the 
long run, are in the field of procedural changes. ' 

I am thinking of proposals in the nature of the omnibus appropria- 
tion bill coupled with the item veto, and changes in the organizational 
structure of Congress to provide for more coordinated consideration 
of appropriation and revenue measures. 

In addition to the ones I have mentioned there are many other recom- 
mendations worthy of the most careful consideration as long-run meth- 
ods of improving the fiscal performance of our government as a whole. 
Let me state at this point, that I do not believe that there is any panacea 
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for all of our problems in the area of fiscal performance and respon- 
sibility. 

But I do believe that there is a logical starting point, and only by 
starting at the proper place can we hope to achieve the goals toward 
which all of us believe we should work. 

The starting point, it seems to me is the development of sound, ac 
curate, meaningful, useful fiscal data—in short, an adequate and effi 
cient budget and accounting system. 

Until we put the fiscal operations of the Government on such a sys 
tem all of the desirable procedural changes in the world will have only 
ininimum effectiveness. 

As an accountant with experience in financial management in pri- 
vate business and Government, both State and Federal, this problem 
has given me a great deal of concern since I have been a member of 
the Senate. 

To be very frank, I have been disappointed at the kind of budget in- 

formation on which Congress must base its most important policy de 
cisions including the overall size of Federal activities for the ensuing 
year. 
' After devoting considerable study to the matter I became convinced 
that the budget and accounting recommendations of the second Hoover 
Commission in its June 1955 Report to the Congress, entitled “Budget 
and Accounting” make up the best comprehensive approach to the 
problem. 

The Commission itself drafted and had introduced bills that would 
implement some of the recommendations, but, in general, each bill ap- 
plied to only one particular recommendation. It seemed to me desira 
ble to have one omnibus bill that would include all of the basic recom- 
mendations that appeared feasible to adopt at this time. Therefore, I 
drafted and introduced S. 3199. 

My colleague, the senior Senator from Maine, is here, and I think 
she will recall that during the period when I was in State government 
she sent to me at one time, at my request, a considerable volume of 
material; in fact, it came in the nature of full mail bags, relative to 
fiscal procedures then pertaining to the operation of the Federal Gov- 
ernment. It has become more confused now than it was at that time. 

Before going any further let me stress the fact that the real key to 
adequate, efficient budgeting and accounting is capable, competent, 
qualified personnel. ‘The right type of personnel, skilled in their work 
and with a desire to do the best job possible, could make almost any 
system work. On the other hand Congress cannot by legislation create 
this kind of personnel, but Congress can by legislation provide the 
framework and the tools to make the job easier, and by clearly indicat- 
ing its desires can provide the incentive to help qualified personnel 
meet the fiscal requirements of the Government. 

5. 3199 is intended to adopt the majority of the Hoover Commission 
recommendations. A few were omitted for various reasons. Briefly 
I will try to indicate the general considerations which led me to this 
conclusion. The most obvious recommendation which is not in the bill 
is the one which would put the executive budget and congressional ap- 
propriations in terms of annual accrued expenditures. 

This would require changing the present manner of handling long 
lead-time programs, such as major procurement and construction con- 
tracts, primarily in the Department of Defense. 
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I believe this is a very essential step and one that definitely should 
be taken, but it appears to me that the success of the proposal will de- 
pend on a basic foundation of adequate accounting and an ability to 
program effectively. 

In other words, it would require a solid foundation. The bill is 
intended to develop such a foundation and, if it is enacted, it is my 
intention to draft a bill to carry out the accrued expenditure proposal 
after the accounting provisions of S. 3199 have had time to become 
effective. 

Now, if I may at this point, Mr. Chairman and members of the sub- 
committee, let me say that this particular recommendation of the 
Hoover Commission to me has a great deal of meat in it and, as far 
as I am personally concerned, I would hope that the subcommittee 
would give a lot of consideration to the possibility of adopting the 
provision at this particular time. 

The reason I mention the fact that you have to establish a solid 
foundation is because it is awfully hard in government, and I do not 
care whether it is local, State, or Federal, to get something to be willing 
to change something that they have been doing in a particular way 
for a long period of time. 

But this particular proposal, to me at least, is the answer to ending 
a great deal of the confusion that exists at the present time in the 
handling of appropriations and in the tremendous difficulties that are 
being encountered by both the General Accounting Office, and the 
Budget Bureau and, in fact, if the departments will admit it, the 
departments themselves 

Senator Kennepy. Senator, on page 4 of the bill, section 2 (c), it 
talks about the accounts of such agencies being maintained on an 
accrued basis. 

You stated here that such recommendations are not in the bill— 

Senator Parner. I am speaking now of the provision that is not in 
the bill, which would eliminate this long lead-time basis of appropri- 
ations. 

In other ‘words, what I am speaking of is the recommendation made 
by the Hoover Commission, which I believe, if I can find it here—— 

Senator Kennepy. Recommendation No. 7. 

Senator Payne. No. 7 is one of the most important—wait a minute. 
I have one book and you have the other. 

Senator Kennepy. No. 7—you have the task force book? 

Senator Payne. On page 24, for instance, of the green book [indi- 
cating], is the recommendation I am referring to for the annual ex- 
penditure budget. ‘Those that say it cannot be used should take a 
second look at it because the Corps of Army Engineers are operating 
under it at the present time. 

In other words, the Congress gives to the Corps of Engineers, in 
effect, what is a contract authorization to do a certain job which will 
extend over a period of, let’s say, 3 years or 4 years, but the annual 
amount of the project that the Corps of Army Engineers figure they 
year, is the amount that determines how much appropriation is given 

y the Congress for that 1 year of activity. 


We do not appreciate a lump-sum amount that covers the entire 
amount of the project that the Corps of Army Engineers figure they 
are going to require over a 4-year period; yet we are doing that in the 
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construction of ships, in our airplane procurement, and in other activi- 
ties, and it is the one thing that has confused this entire budget 
procedure. 

Senator Smirn. Nevertheless, Senator, you think we should have the 
sume procedure all through the Government / 

Senator Payne. All through the Government—yes, I do. It is one 
of the very clear reasons why there is such difficulty in trying to tie 
down what the unobligated balances are. For instance, in the De- 
partment of Defense, I can recall, in 1935, I think, there was a dis- 
crepancy of somewhere, if I remember, over $5 billion. One figure 
was given one day and another figure was given another day. 

Last year, in the aid program, I think there was something in the 
vicinity of $800 million. 

Senator Kuennepy. Please continue with your statement. 

Senator Payne. In its report to the subcommittee on S. 3199 the 
General Accounting Office approves the sections relating to cost based 
budgets and accrued accounting, but indicates that it favors the adop- 
tion also of the accrued expenditure recommendation discussed above. 

For the reasons already indicated, I believe that the GAO is right 
in the long run, but that it would be impractical possibly to try to 
make such changes without having laid the necessary groundwork. 

Notwithstanding this feeling on my part, but because I fully agree 
with the General Accounting Office, and I might say also that I think 
the Budget Bureau also feels this way about it, and others who are 
creatly concerned over the deficiencies of our present system, I stand 
ready to support the inclusion in S. 3199 of a provision requiring 
that the executive budget and congressional appropriations be stated 
n terms of amiual accrued expenditures, 1f the subcommittee after 
careful consideration believes such a step is desirable. 

If it is determined that such an amendment should be made, it must 
be remembered that provision will also have to be made providing for 
general authority to contract for programs that require several years 
to complete. 

One or two other recommendations were omitted because they re- 
quired the development of adequate systems before they would have 
any effect. Hoover Commission Recommendation No. 8 relating to 
enactment by Congress of appropriations for special programs not sub- 
ject to budgetary control was omitted because it is a matter for which 
the Congress itself must develop policy. 

Recommendation No. 18, which would relieve the General Account- 
ing Office of the need to approve claims on lapsed appropriations, was 
omitted because I was advised that legislation was being prepared in 
cooperation with the GAO to implement this recommendation, and it 
is my understanding that this legislation has now been introduced. 

Hoover Commission Recommendation No. 19 which would allow the 
Comptroller General to relieve accountable officers to financial lia- 
bility except where losses result from gross negligence or fraud was 
omitted because it appeared that probably this went a little too far, 
and that present provisions of law were adequate for the purposes in- 
tended to be accomplished. 

Public Law 365 of the 84th Congress, gives the Comptroller Gen- 
eral authority to relieve disbursing officers in cases where the making 
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of any illegal, improper, or incorrect payment was not the result 
of bad faith or lack of due care. 

In a statement dated October 26, 1955, the Comptroller Genera 
set forth some views on the Hoover Commission Budget and A: 
counting Report. In his comments on recommendation 19 he says i: 
part as follows: 

It is our view that accountable officers should be held responsible for payments 
in violation of specific provisions of law, in contravention of regulations of the 
administrative agency, or contrary to decisions of the Comptroller General is 
sued for the guidance of accountable officer, except in situations where such 
payments are “* * * not the result of bad faith or lack of due care * * *,” the 
standard laid down in Public Law 365. 

This is a standard we believe more conducive to sound public administration 
than one requiring demonstrated evidence that “gross negligence or fraud” was 
involved. 

Instead of discussing all of the provisions of 8. 3199, Mr. Chairman, 
I would like to submit for inclusion in the record at this point in m) 
statement a sectional analysis which I prepared at the time the bill was 
introduced. 

Senator Kennepy. Without objection, it will be entered. 

(The document referred to above is as follows :) 


SECTIONAL ANALYSIS OF PAYNE BILL TO IMPROVE GOVERNMENTAL BUDGETING AND 
ACCOUNTING METHODS 


Section 1 (a): This section is designed to directly implement recommendation 
No. 22 of the Hoover Commission Budget and Accounting report. The Commission 
did not specify the period comprehensive financial reports should cover, but 
it seemed reasonable that they should be on a fiscal year basis. However, it also 
seemed desirable to give the Director of the Bureau of the Budget some discretion 
since experience might well prove that such reports would be of more value if 
based on shorter periods. However Commission recommendation No. 22 is as 
follows: 


Recommendation No. 22 

“The the Congress consider amending the Budget and Accounting Procedures 
Act of 1950 to make the Bureau of the Budget responsible for developing com- 
prehensive reports (other than purely fiscal reports) showing the financial re 
sults of the activities of the Government as a whole and of its major component 
activities.” 

Section 1 (b): This section is intended to carry out Hoover Commission 
recommendations Nos, 2, 3, 4, and 6. Basically, it would require the use of cost 4 
based budgets by all the agencies, for all management purposes. With regard 
to the requirement of quarterly reports to agency heads by subordinate units, 
the Hoover Commission made no direct recommendation. However, in line 


with the objective of improving the fiscal management function such reports 
seem desirable, and also they will form the basis of the annual report the agenc) 
head is required to submit to the Bureau. Hoover recommendations Nos, 2, 3, 4, 


and 6 are as follows: 
Recommendation No. 2 


“That the executive agencies report annually to the Bureau of the Budget on 
the conduct of their operations. On the basis of the agencies reports and other 
available information, the Bureau should prepare for the President an annual 


report on performance for the executive branch as a whole.” 
Recommendation No. 3. 4 | 
“That for management purposes, cost based operating budgets be used to de =| 


termine fund allocations within the agencies, such budgets to be supplemented 4 ’ 


by periodic reports on performance.” 4 | 


Recommendation No. 4. 
“That the executive budget continue to be based upon functions, activities, 


and projects adequately supported by information on program costs and ac- 
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complishments, and by a review of performance by organizational units where 
these do not coincide with performance budget classifications.” 


Recommendation No. 6 


“That executive agency budgets be formulated and administered on a cost 
basis.” 

Section 1 (c): This section would put into effect recommendation No. 1. 
This, in particular, is one of the provisions that could be handled administra- 
tively. It would place employees of the Bureau in the executive agencies to 
help carry out the Bureau’s managerial functions by maintaining a continuous 
review of budget preparation and administration. It is believed that this meas- 
ure would be a major factor in achieving sound budget and accounting methods 
and would aid in developing some degree of uniformity in this field. The provi- 
sion limiting the Bureau to not more than two persons for each principal sub- 
division of an agency was designed to place some initial limit on the number of 
personnel so employed. It may be found later that a different limiting number 
would be better. It is hoped that this problem will be carefully explored by the 
committee in studying this bill. Hoover recommendation No. 1 is as follows: 


Recommendation No. 1 


“(a) That the Bureau of the Budget expand and make more effective the dis- 
charge of its managerial and budgeting functions; 

“(b) That in order to do this, among other things, it should place in important 
agencies one or more well-qualified employees whose duties should include con- 
tinuous year-round review, at the site of the agency, of agency budget preparation 
and administration and other facets of the Bureau’s managerial responsibilities ; 
and 

“(c) If necessary, the Congress should increase the resources of the Bureau of 
the Budget for that purpose.” 

Section 2 (a): This provision simply states legislatively recommendation No. 
5 of the Hoover Commission, which is as follows: 

Recommendation No. 5 

“That the agencies take further steps to synchronize their organization struc 
tures, budget classifications, and accounting systems.” 

Section 2 (b): This section is designed to carry out recommendations Nos. 14 
and 16. This provision is a natural corollary of cost based budgeting. In practice 
it will mean that it will be possible for management to determine at any given 
time its fiscal status. Monetary property accounting is essential to determine 
with any degree of accuracy the fiscal status of an agency, either for manage- 
ment purposes or for the Congress. Hoover recommendations Nos. 14 and 16 are 
as follows: 


Recommendation No. 14. 

“That the Government accounts be kept on the accrual basis to show cur 
rently, completely, and clearly, all resources and liabilities, and the costs of 
operations. Furthermore, agency budgeting and financial reporting should be 
developed from such accrual accounting.” 

Recommendation No, 16, 


“That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of the accounting systems.” 

Section 2 (c) ; This section would put recommendations Nos. 10, 11, and 12 of 
the Hoover Commission into effect. First it would establish a Staff Office of 
Accounting in the Bureau of the Budget headed by an Assistant Director and 
lists his duties. It is realized that there are valid objections to legislating an 
administration organization. On the other hand there is a clearly demonstrated 
need for improvement in accounting and it would seem, in view of congressional 
control of the purse, entirely proper for Congress to take this type of action. 
As the system contemplated in this bill is tested with experience there is noth- 
ing to prevent the Director of the Bureau from recommending changes. Rec- 
ommendation No, 12 is covered in the duties of the Assistant Director. 

The second part of the section would create the position of Comptroller in 
each agency and generally outlines his duties. Actually almost every agency has 
a position that in some respects corresponds to a Comptroller, but there is wide 
variation in the powers and duties of these positions in the various agencies. In 
the interest of promoting improved fiscal performance it is believed that much 
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could be achieved through the clear delineation of the major functions of an 
agency comptroller. Hoover recommendations Nos. 10, 11, and 12 are as follows: 


Recommendation No. 10. 

“That there be established under the Director of the Bureau of the Budget a 
new Staff Office of Accounting headed by an Assistant Director for Accounting, 
with powers and duties as follows: 

“(a@) To develop and promulgate an overall plan for accounting and 
reporting, consistent with broad policies and standards prescribed by the 
Comptroller General. These broad policies and standards should continue 
to be developed in cooperation with the executive branch. 

“(b) To expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies consistent with the overall plan. 

‘(c) To set reasonable but definite time schedules for performance and 
to watch progress. 

“(d) To stimulate the building of competent accounting and auditing 
organizations in the exceutive agncies and to assist actively in the selection, 
training, and retention of capable personnel. 

‘(e) To report at least annually to the Budget Director with respect to 
the status of accounting in each of the executive agencies.” 

Recommendation No. 11 

“That as an aid to financial management the position of Comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency of 
adequate accounting and auditing systems and procedures in conformity 
with the provisions of the Budget and Accounting Procedures Act of 1950. 

“(b) To direct the recruitment, training, and development of qualified 
accounting personnel. 

“(e) To develop and be responsible for reliable and informative financial 
reports for (1) internal management purposes and (2) for issue to the 
Congress and other executive departments or agencies. 

“(d) To interpret and advise upon significant aspects of the financial 
reports. 

“(e) To direct the preparation and review execution of budgets prepared 
at operating levels for the information of top management which is respon- 
sible for budget policies.” 

Recommendation No, 12 

“That the selection of agency comptrollers and the building of competent 
accounting organizations in the executive agencies through the selection, train- 
ing, and retention of capable personnel be an importat phase of the guidance 
and help to be given by the Assistant Director for Accounting in the Bureau of 
the Budget.” 

The General Accounting Office’s report to the subcommittee on S. 
3199 could be characterized, I believe, as generally favorable. 

It does indicate, however, that the Comptroller General does not 
approve two provisions of the bill which I believe are important. 
The first is the section which would create a Staff Office of Accounting 
in the Bureau of the Budget, to be headed by an Assistant Director. 

It is quite true that this recommendation could be carried out by 
administrative action and I recognize the principle that it is generally 
desirable to avoid creating departmental organization by legislative 
action because this tends to result in a lack of flexibility. In this in- 
stance it seemed to me appropriate to take such action, in view of the 
fact that it has not been done by administrative means; and because 
Congress is charged with control of the purse, it seems entirely proper 
for Congress to clearly provide for accounting in accordance with 
requirements and standards it establishes. 

It should be noted that as conditions change there is nothing to pre- 
vent the Director of the Bureau of the Budget from recommending 
changes in the Staff Office of Accounting, and perhaps the subcom- 
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mittee will deem it desirable to include a provision to this effect in the 
bill. 

The second provision which GAO does not approve is the one re- 
quiring the establishment of the position of comptroller in each execu- 
tive agency. 

In practice probably every agency has a position that corresponds in 
some respects to a comptroller. It is recognized that due to the wide 
variations in organizational structure no one pattern will fit all 
agencies, but it would seem that creating a comptroller in each agency 
would not interfere unduly with the structural organization. 

In addition it would appear that in view of the importance of 
improved fiscal performance there is much to be gained from the 
establishment of such a position together with the clear delineation 
of duties of the agency comptroller. 

In view of the need for improved fiscal performance, the savings in 
the cost of operation of the Government to be realized through effi- 
cient financial management, and the need to put the Federal budget 
on a basis so that Congress can more intelligently make the important 
policy determinations as to the extent and scope of Federal programs, 
I strongly urge that the subcommittee take favorable action on S. 
3199 at the earliest practicable date, after making such amendments as 
it deems necessary, so that the Congress in this session will be able 
to take positive action in this field of financial management, which is 
of such prime importance to every citizen. 

Until steps such as those included in this bill are taken, the Congress 
will continue to encounter great difficulty, due to inadequate factual 
information, both in attempting to properly analyze the budget itself 
and in considering the appropriation bills covering the projected op- 
erations of the many departments and agencies of our Government. 

Senator Krnnepy. I want to thank you very much, Senator, for 
your very fine statement. It will be very helpful to the subcommittee. 
Senator Smith. 

Senator Smrirma. Mr. Chairman, I would like to join you in wel- 
coming my distinguished colleague, the junior Senator from Maine, 
and say that it is a great pleasure to listen to his statement and I 
greatly appreciate the opportunity to cosponsor S. 3199. 

I well remember the request you made for the material, Senator, 
and I wondered what under the sun you would ever do with so much, 
but apparently, you made very good use of it. 

Mr, Chairman, Senator Payne, as you have noted by his service 
here and by his statement, is very well qualified to talk on the budget 
and accounting procedures. As commissioner of finance and as gover- 
nor, he had a long service and very good experience that gives him 
a right to speak with authority on this subject. I want to say at this 
tine, Mr. Chairman, that I am very sorry that I have not been able 
to attend the hearings as much as I would like to. I shall read the 
complete hearing. I am in Appropriations most of the time, so I am 
not here, but it is not lack of interest but lack of time. Thank you 
very much, 

Senator Krnnepy. Thank you. The statement and introduction of 
the bill is most helpful. 

Senator Payne. Thank you very much. Mr. Chairman, if I may, 
I would like to request that a statement which has been prepared by 
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Senator Wallace F. Bennett, in connection with this same bill, of 
which he is a cosponsor, be placed in the record at this point. Senator 
Bennett was not able to be here personally. 

Senator Kennepy. Without objection, we shall be glad to have his 
statement entered in the record. I want to thank you very much, 
Senator. 

Senator Payne. Thank you. 

(The above-mentioned document follows :) 


STATEMENT BY Hon, WALLACE F. BENNETT, A UNITED STATES SENATOR 
FRoM THE STATE OF UTAH 


Mr. Chairman and distinguished members of the committee, I'm happy for 
the opportunity of submitting today a statement in support of 8. 3199, a bill intro- 
duced by Senator Payne a few weeks ago, which I was most happy to cosponsw: 
I think Senator Payne has done an excellent job in drafting this measure, and we 
are fortunate to have the benefit of Senator Payne’s experience as a successful 
accountant during the consideration of the bill. 

The bill has as its purpose the improvement of the budgetary and accounting 
procedures of the Federal Government and is based in large part on the recom 
mendations of the Second Hoover Commission’s investigation into this area of 
governmental activity. 

For many years, both as a private businessman and as a Member of the Senate, 

I have been convinced that the budgetary and accounting systems of our Govern- 
ment were in drastic need of overhauling. There have been many attempts 
at modernization of the budget process, and considerable progress has been 
made since the Budget and Accounting Act of 1921. The Government Corpora 
tion Control Act of 1945; the 1949 amendment to title IV of the National Security 
Act of 1947: and the Budget and Accounting Procedures Act of 1950 were all 
helpful steps. But when I reviewed the report of the Second Hoover Commission 
to the Congress in June 1955, entitled “Budget and Accounting,” it seemed evident 
that much remained to be done in improving the financial management of our 
yovernment. Dramatizing the need for such a revision is the conclusion of 
the Hoover Commission task force that a revitalized Bureau of the Budget, 
applying methods which private business has found essential to successful and 
economic operation, would bring improved financial manixement to Federal 
agencies, with savings estimated at $4 billion a year. 

While the bill presently before the committee embodies a majority of the 
recommendations of the Hoover Commission report it was thought wise to post- 
pone enactment of some of the recommendations until a solid foundation based 
on the development of adequate accounting could be laid. 

Recommendation 18 relieving the General Accounting Office of the necessity 
of approving claims on lapsed appropriations is omitted from the bill because 
legislation has already been introduced to take care of the situation. Recom- 
mendation 19 to the effect that the Comptroller General be given authority to 
relieve accountable officers of financial liability except where losses result from 
their gross negligence or fraud is omitted because it was thought the provi- 
sions of the present law (Public Law 395, 84th Cong.) giving the Comptroller 
General authority to relieve disbursing officers in cases where payments were 
not the result of bad faith or lack of due care, were adequate. 

To comment briefly on some of the important provisions of this bill, I should 
like to say that I consider the establishment of a new Staff Office of Accounting, 
headed by an Assitant Director, of great importance. I don’t wish to imply any 
criticism of the activities of the Comptroller General in connection with the 
joint accounting program, since I think he has made considerable progress in 
past years; but I do believe that the establishment of such an office would be 
an effective means of improving and tightening accounting and financial methods 
in the executive agencies and in coordinating these activities with the Bureau 
of the Budget. 

I think section 121, providing for the appointment of an agency comptroller by 
the head of each executive agency, will do much to coordinate the Bureau of 
the Budget’s activities with the agencies and at the same time make available 
to the agency heads responsible persons, skilled-in accounting, statistics, and 
analytical procedures. 


di sccm 


oe 


PAD ah AAG UE 








tor 


get, 
and 
ral 


the 
Ost 


sed 


sity 
use 
om 

to 
"om 
vi 

ller 


ere 


uld 
ng, 
ny 
the 

in 

be 
ods 
PAu 


by 

of 
ble 
ind 


Mee aR 8 


sotaglannitn- 


oe 


Sa NR era 


aie: 


% 
i 
4 
2 
3 
“* 
3 
e 
ae 





BUDGETING AND ACCOUNTING 65 


Section 2 (c) of the bill provides that each agency maintain its accounts on 
an accrual basis to show “currently, completely, and clearly the resources, lia- 
bilities and costs of operations of such agency * * *.” Basically, this involves 
a shifting to a cost-accrual method of acounting, requiring performance budgets 
in terms of costs. At present, most agency budgets are prepared on the basis 
of estimated obligations to be incurred during the budget year. Obligations 
such as orders placed, contracts awarded, services received, and similar trans- 
actions during a given period, requiring future payment of money, which are 
incurred during the year do not necessarily have any relation to actual costs 
during the year. The Hoover Commission report emphasized that such a budget 
presentation fails to take into account inventories and other working capital 
carried over and available at the beginning of the year which may be consumed 
in the programs of the budget year. One of the most important elements of 
proper budgeting is the work or service to be accomplished and what that work 
or service will cost. Current Government practice fails to relate planned oper- 
ations to past and projected costs. 

There are other elements of the bill that are worthy of comment, but I think 
the excellent sectional analysis of the bill which has been prepared by Senator 
Payne covers these points adequately. 

This year, when I started to study the bulky 1,200 page President’s budget, 
I was once again struck with the enormous size and complexity of our Federal 
Government. As a Congress we are charged with the responsibility of com- 
prehending this mass of data and properly evaluating it in order to determine 
the desirability of the various Government programs and the amount to be 
allocated to each. The savings possible through the enactment of this measure 
plus the efficiency of financial management it makes possible and the added 
help such a program will be to the Congress in helping us make intelligent 
decisions with respect to Federal activities mark this measure as one of great 
priority. 

I strongly urge the committee to take favorable action on this measure. 


Senator Kennepy. It is a great pleasure to have as our next witness 
today Mr. J. Harold Stewart, senior partner of Stewart, Watts & 
Bollong, Boston, Mass. He was Chairman of the second Hoover 
Commission’s Task Force on Budget and Accounting; past president, 
American Institute of Accountants, Massachusetts Society of Certified 
Public Accountants; Chairman on Cost Principles, Joint Contract 
Termination Board and Assistant Director, Office of Contract Settle- 
ment during World War II; and I am very glad to have him here, 
because Mr. Stewart is one of our distinguished citizens from Massa- 
chusetts, and is recognized as one of the Nation’s foremost authorities 
on accounting. 

He gave a great deal of time and effort to this report of the second 
Hoover Commission’s Task Force on Budget and Accounting, which 
[ think isa real public service. 

It is an honor to have you here, Mr, Stewart. Will you continue in 
your own fashion? Do you have a prepared statement ? 


STATEMENT OF J. HAROLD STEWART, CHAIRMAN, SECOND 
HOOVER COMMISSION’S TASK FORCE ON BUDGET AND ACCOUNT- 
ING 


Mr. Stewart. Thank you, Senator. I do not have a prepared speech, 
but I will submit a written statement to the subcommittee later. (See 
p. 83 for statement of Mr. Stewart.) 

Senator Kennepy. That will be fine. 

Mr. Stewart. As a matter of fact, I have spent the last 48 hours 
digging myself out of snowdrifts in New England. 

Senator Kennepy. We are glad to have you here. Perhaps when 
you submit your statement—of course, we do have the task-force re- 
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port, which I suppose, condenses your opinion—you might care to 
comment on some of the legislation that has been introduc ed and some 
parts of it that you might agree with or other parts that you might 
not agree with. 

Mr. Stewart. My statement would be directed particularly to 
S. 3199. 

Senator Kennepy. Fine, sir. 

Mr. Stewart. Senator, it is heartwarming to come here and follow 
a speaker in a person who understands this problem, as it is abund- 
antly clear, Senator Payne does. Accountants are a peculiar breed. 
They are looked upon as technicians usually, but here we have a Sen- 
ator from a great State, who understands the fundamentals of account- 
ing, in the same fashion as a professional practitioner would, as is 
clear from his remarks. 

Senator Kennepy. I understood Senator Payne is the exception to 
that rule, unfortunately. The rest of us do not have experience. 

Mr. Srewarr. I have known Senators who came close but I don’t 
know anyone who is his equal in the accounting field. 

Senator Kennepy. I would agree with that. 

Mr. Stewart. S. 3199, as it appears to me, is an attempt to put into 
congressional mandate the essential recommendations of the Hoover 
Commission 

Now, it might be interesting for you to know that the driving force 
behind many of these recommendations, the real impetus to this phi- 
losophy, was the belief that in this Government we needed on the ex- 
ecutive side the same kind of drive, the same concept of financial con- 
trol, that we had on the congressional side. 

As we reviewed the performance in the years intervening, since the 
work of the first Hoover Commission, we found that there had been a 
cooperative effort by the Treasury, the Bureau of the Budget, and 
the General Accounting Office, designed to effect improvements in the 
operation of the executive branch of the Government. 

What was done was all to the credit of the cooperative effort, but 
we concluded that the real impetus to that effort came from the Gen- 
eral Accounting Office and not from the executive branch. Looking 
logically to the executive branch, we said, “Where should this drive 
be centered?” Clearly, by Executive Order and by its constitution, 
really, the Bureau of the Budget is the management arm of the Presi- 
dent. It seemed to us that accounting is nothing but a tool of man- 
agement, as is budgeting. In fact, the task force was of the opinion 
that the name, “Bureau of the Budget,” was perhaps a misnomer and 
it dwarfed, by its name, some of its real responsibilities. 

That was the one recommendation of the task force which the Com- 
mission, in its w isdom, did not adopt. We recommended a change in 
the name to more precisely describe the functions of the Bureau. We 
felt that the effect on the whole Government would be to alert them 
to the fact that the Bureau of the Budget does something more than 
process a budget which annually goes to the Congress. 

We believe that its real concern was with the processing of that 
budget and that it had not directed the force or the drive to the man- 
agement aspects, particularly, accounting reform that would seem to 
be implied in its management responsibility. 

Now, I say this not critically because, remember, that we have spent 
one two-hundredth of 1 percent of the annual Federal budget in ad- 
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ministering the budget. As I remember it, about $314 million was 
the figure in the budget which we reviewed for 1954. How on earth 
you can administer the greatest financial and operational organiza- 
tion in the world with an expenditure of one two-hundredth of 1 per- 
cent, is beyond my canny. 

| talked with one gentleman who had been a Director of the Budget 

and he agreed that one of the most useful investments, one of the most 
rewarding investments we could make would be a strengthening of 
the Bureau of the Budget to the point that it did discharge its re- 
sponsibilities, partic ularly in the management field. Of course, the 
Bureau of the Budget is on the spot. When it is involved in a drive 
to reduce the budget, it probably has to set an example itself in order 
that the other marchers in the parade may follow. This is unfor- 
tunate because it starts from a position in which it is badly under- 
manned, badly underpaid. The pay of the people who are directing 
the Bureau of the Budget is certainly not what attracts them to 
positions of such responsibility. How you could get anyone in our 
ereat national corporations, which are still plebs, compared with this 
Government, for anything like the salaries they are paid, I can’t un- 
derstand and from that. st: indpoint, I feel the most useful recom- 
mendations which the Hoover Commission has made are the recom- 
mendations in the field of Government personnel 

Until we can recognize that we have a big organization which has 

responsibilities even beyond the private respons sibilities of industry, 
and until we can attract and fasten into this Government people of 
competence, we will have repetitive commissions, I suspect, that unless 
something is done in the personnel field, you will have another com- 
mission, 3 or 4 years fr om now, telling you the same story. 

As to the bill S. 3199, it goes along on all fours with the recom- 
mendations of the Seen er task force. As Senator Payne said, the 
Commission’s recommendation No, 7 for an annual budget in terms of 
accrued expenditures was not included. As I understand it, he had 
no real objection to its inclusion. He questioned the wisdom of in- 
cluding it at this time. 

Senator Payne. In fact, I am very enthusiastic over it because I 
think it is one of the basic troubles that we face in our Government 
today. 

Mr. Srewarr. Well, we felt the same way, Senator. However, 
I am inclined to agree with you that until you get the basic founda- 
tion, until you get ‘the accounting and financial reporting framework 
in this Government which will permit you to go to an accrued ex- 
penditure budget, it would be unwise to attempt it. 

Senator Parwe. And, until you attract personnel that understand 
what you are trying to ‘get at and are willing to give them the tools 
to work with, which the C ongress can provide in the form of legis- 
lation, you still are going to be out in left field. 

Mr. Srewarr. Exactly. Now, of course, I think it was Thaddeus 
Stevens who said of specie payment, “The way to resume is to resume.’ 

Senator Kennepy. Who did you say that was? 

Mr. Srrwarr. Thaddeus Stevens, speaking of the resumption of 
specie payment. Thaddeus Stevens was a Republican and from 
Pennsylvania. [Laughter. ] 

Well, in any case, they say that the way to resume is to resume, 
and it might be applied to this. Perhaps the way to go to an ex- 
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penditure budget is to go to it, but I fear if you go tov quickly, you 
will find that you will have some of the troubles you had with the 
performance budget. 

In my opinion, the attempts to inaugurate a performance budget 
were premature. For that reason, there was a good deal of criticism 
and misunderstanding of what was basically a sound idea. 

I would like, however, to see the Congress, by legislation, or other- 
wise, indicate its belief that the ultimate objective should be a budget 
in terms of annual accrued expenditures. In other words, this ac- 
counting foundation which we are laying, this foundation of manage- 
ment, is directed to the implementation through an accrued 
expenditure budget in management. 

Senator Kmnnepy. Mr. Stewart, do you think you can summarize 
exactly how that would work compared to the present budget? It 
is discussed in the task report, but it would be helpful. 

Mr. Stewart. Let me put it in as simple terms as I can, Senator. At 
present, the budget is concerned with obligational authority. The 
agencies go to the Congress and request obligational authority for 
various purposes. Now, that authority is usable in multiple years. 
Some of it, as Senator Payne pointed out, is for long lead-time items. 
In the purely housekeeping agencies and creations of the Congress, 
for instance, such as the FCC, ICC, Securities and Exchange Com- 
mission, the Bureau of Internal Revenue, even the Treasury, the dif- 
ference between accrued expenditures and obligational authority would 
be rather narrow. But, it is in those agencies, in the fields of defense 
and foreign aid that the impact of a budget in terms of accrued ex- 
penditures would be particularly felt. 

Senator Payne. If I might, Mr. Chairman, the reason for that 1s 
because the agencies that you refer to, like ICC, FCC, SEC, the 
Treasury Department, and some others of a similar nature, have annual 
needs for the operation of the Department which are not such as neces- 
sarily would confuse the issue too much. They are rather stable in 
their nature, year in and year out. They deal with personnel with 
certain commodities, contractual agreements, and so forth, and can 
pretty well be earmarked. 

Mr. Stewart. Exactly. They operate essentially with personnel, 
supplies, services. 

Senator Kennepy. This would deal with the effective no-year ap- 
propriations ? 

Mr. Stewart. Exactly. 

Senator Kennepy. Would you explain how your system would work 
in the pure ‘hase of planes? ? Would it give us more control ? 

Mr. Stewart. Let’s take a battleship rather than a plane. We all 
know it takes 4 or 5 years to construct a carrier. The Defense Depart- 
ment would come to Congress and say that we require vessels in a cer- 
tain category, and convince the Appropriations Committee, and Mili- 
tary Affairs Committees, that the construction of a carrier was wise 
and they should have appropriated funds. You would give them 
initially, contractual authority, which would permit them to enter into 
a contract but you would say to them, “We want a pr ojection from you 
as to when and how you are going to spend the money.’ 

Let’s say you are spending $50 million on a ship. What is your time 
schedule? Now, you do that in industry, and say the Standard of 
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New Jersey, for instance, wants to build a refinery in Venezuela. The 
Comptroller has to lay out the needs for funds, when they will be 
needed and the length of time required to complete the project. 

Now, initially, the Department would be given enough funds to take 
care of the accrued expenditures, that is, that doesn’t mean cash out 
of the till. That means to take care of the services and goods which 
would be received during a fiscal year, whether paid for or not, be- 
cause if they incurred the expenditure by acquiring services or goods, 
to that extent, the Government is committed. ' 

At the moment, you have the right of the Government to cancel 
any contract and pay whatever the termination charges may be, so 
that you wouldn’t be altering, really, the present situation as it con- 
cerns the private contractor. He is always exposed to that, but you 
would be saying to the Defense Department, how much money in terms 
of dollars do you need for fiseal 1958? When they come in with the 
next budget on an accrued expenditure basis, there would be a review 
of the extent to which performance met promise. In other words, 
you told us last year that in the first year, you would need $10 million 
for this project. Now, how much of it have you spent? If you 
have spent $2 million, why? If they wanted to spend more, they 
would be in to see the Congress for supplemental appropriations for 
the year, but it would give Congress a feel of the pulse of Govern- 
ment expenditure, rather than leaving it open-ended. 

Now, in the field of aircraft procurement, which Senator Payne 
referred to, as | remember it, in January 1954, the Defense Depart- 
ment was asked what the carryover of unobligated expenditures would 
be at the end of the fiscal year, June 30, and that was in connection 
with processing an appropriation bill. The response was, “Under 
s2 billion.” I forget the exact figure, one billion nine or something 
like that. 

On June 30, when the fiseal year ended, it was then possible to de- 
termine what the carryover was and the carryover was in excess of 
$4 billion. 

Senator Payne. Let me just say there that it was possible, Mr. 
Stewart, but I have a very definite reservation in my mind as to even 
then, whether the figure was an accurate figure. 

Mr. Stewart. I agree with you on that because I think one of the 
real lacks in this Government, particularly in the Defense Depart- 
ment, is a control of obligations. As I understand it, Congress passed 
legislation which required the Defense Department to report out- 
standing obligations. 

Senator Payne. In fact, required all departments to report and the 
General Accounting Office has done a remarkably good job, but they 
have had a hard job. 

Mr. Srewarrt. But, as you know, it followed a long period of argu 
inent as to what constituted an obligation and legal definition of 
obligation, and to the point it was abundantly clear that the fur- 
nishing of such a figure was not a comfortable job. It seems to me, 
comfortable or not, it is a figure which the Congress should have. 

Now, if you look at the carryover of unobligated expenditures, you 
will get an idea of what I am talking about. The unexpended. bal- 
ances of appropriations for the year 1950, which was before Korea, 
remember, were about $1114 million brought forward into the year: 
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1951, fourteen billion, one hundred million; 1952, due primarily to 
Korea, fifty billion, three hundred million; 1953, sixty-eight billion, 
eight hundred million; 1954, seventy eight billion, four hundred mil- 
lion; 1955, sixty-eight billion; 1956 estimated at the time we did the 
job. 

Senator Kennepy. That is unexpended, not unobligated ? 

Mr. Srewart. Those are amounts unexpended—balances of appro- 
priations. 

Senator Payne. And they can be unobligated balances as well. 

Mr. Stewart. Most of them are unobligated ; yes. 

Now, you see, the concept of controlling the financial operations of 
the Government through the obligational system, places a premium 
on A a: mE all funds before the avail: ibility of them expires. 

Senator Paynr. That helps them in coming before the Budget Bu- 
reau and the Congress the next year and say, “Look, this is what we 
had last year. We have got to have at least as much to operate this 
year, if not a little bit more.” There is no attention given to what the 
actual expenditure is or the cost basis of the operation. 

Senator Kennepy. Does not Congress take into consideration the 
unexpended balance of the appropriation in appropriating the next 
year ¢ 

Mr. Srewart. If the Congress knows what they are. I think that 
has heen a rather flimsy figure. 

Senator Kennepy. You feel the Congress has not been given ac- 
curate figures ? 

Mr. Srewarr. Congress has been doing the best with what they have 
had. 

Senator Payne. If I may, at this point, I think it is true that they 
have had very little information with regard to the pileup of inven- 
tories of supplies and of things that were brought in the prior year 
that are going to be used in this next year and you will find, and I 
notice it is true in State government itself, they do exactly the same 
thing. They always have to justify at least having as much as they 
had the previous year and as much more as they can get. It is a pyra- 
miding proposition. 

Mr. Srewartr. When you talk about inventories, that is one of the 
targets that this will hit. At the moment, the Defense Department 
partic vularly is still wrestling with the problem of establishing inven- 
tories. Now, I have great sympathy with them in their job. It isa 
tremendous job but it seems to me that everything that is in this bill 
is directed toward strengthening the hands of people who want to get 
an accountability that will show what they own, what they owe, and 
what they have done with what they had. ' There are shortcomings in 
that field right now, as you know, Senator. 

Senator Payne. Yes. 

Mr. Stewart. The difficulty with the obligational system is the em- 
phasis which it places upon using appropriated funds. That comes 
about partly because it is useful in going to the Congress for additional 
funds to show that you used what they gave you last year, but there 
is another facet of the problem. Congr ess appropriates the funds and 
they go to the agencies for use. Well, in the agency, we believe there 
should be an administrative budget and operational units should pres- 


ent the budget in meaningful terms. 
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As it stands at the moment, that is, not at the moment but at the time 
we made our examination, the administrative control of funds in the 
Department of Defense was being attempted through a so-called allot- 
ment system. The exact number of allotments we couldn’t determine. 
We were told that there would be at least a million. 

Now, I ask you, could you run any enterprise with a million allot- 
ments? The minute you set allotments 18 menths in advance of use, 
you are pyramiding it and you are doing it on the basis of fragmentary 
cost information, and you are doing it on the basis which pl: wes the 
only criteria of performance on your ability to live within an allot- 
ment. That means if you don’t spend more than the allotment, you 
have done a reasonably good job. 

Now, we believe that with emphasis on cost, and cost by organiza- 
tional units and functions, we could get away from that allotment 
concept and substitute what you have in industry. As a matter of 
fact, this accrued expenditure theory is not completely new to Gov- 

ernment. I talked last spring with Dr. M: ay in T he Hi: ague. He tells 
me that he worked and ultims ately did place the accounts of the Dutch 
Government on an accrued basis. I have nothing but his word for 
it, but T would be interested and I think you might be interested to see 
whetier that has not been done. 

Senator Payne. I think that I read a treatise on that a little while 
ago, indicating that that has taken place. In connection with your 
statement on this breakdown of allotments in the Defense Depart- 
ment, Jet me say that, unfortunately, I happened to be tagged while 
{ was in the Air Force, although I wanted to be in another line of 
work, with estab fishing the first approach to the development of a 
budget system in the Air Force. 

I can subscribe fully to what you have said with regard to allot- 
ments. For instance, [ was with the Flying Training Command and 
we were divided by breakdowns in the major commands over the 
country with E astern, Central, and Western Flying Training Com- 
mands and with the technical training commands that also came in. 
They were broken down from Headquarters, Air Force, here, where I 
eventually landed at the last end of the war. down to the separate 
commands, then from the separate commands down to subordinate 
commands, and then from subordinate commands down to field com- 
mands, and it embraced even in the setup alone, thousands of separate 
allotments that were handed down to the field. I can tell you from 
my own experience, that whenever we endeavored to tie down what 
amount was available on an allotment given at any specific period, 
strangely enough, the word always came down from somewhere to 
the effect, regardless of what the actual encumbrances against that al- 
lotment were, “Report your obligation against that allotment as being 
approximately the amount that you have in your possession because 
we just can’t a fford to lose it as we have to make another stab at this 
thing next year.’ 

So, that is the danger that. you get into and it is not true of the 
Federal Government alone, as you run into it, Mr. Stewart, in State 
government and in every phase of government that you get into, It 
is an awfully hard thing to get away from and until you get something 
of the nature we are talking about here, you will never correct it. 
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Mr. Stewart. Now, even in the Department of Defense, they admit 
that it is possible. I have seen a letter from Mr, McNeil, the Comp- 
troller, in which he says that it is feasible. It will present some ad 
ministrative problems but they are not insurmountable, Of course, 
anything you do presents administrative problems. 

Have I dwelt on that sufficiently, Senator ¢ 

Senator Kennepy. Yes. 

Mr. Srewarr. I could goon for days on that one. 

Senator Kennepy. No, I would like you to go on to your next point. 
You have the bill in front of you. Would you care to go through it, 
maybe section by section, and tell us your opinion? Of course, they 
are all implementing the previous recommendations that you have 
made, but perhaps you could explain some of the different sections and 
also tell us what is in this bill, or the bill that we had hearings on yes- 
terday, that would be worth the subcommittee’s interest. 

Mr. Srewart. I think I might short-cut this by saying that the only 
real question is whether or not some of these recommendations can be 
effected more quickly and more effectively by administrative means or 
by Executive order, if you will, or whether they require legislation. 

Personally, if I were a Senator and I had a feeling that there was 
any dragging of the heels on the executive side of the Government, I 
would feel constrained to take the legislative route. But I haven’t been 
present at these hearings and I don’t know what resistance, if any, 
there might be. I suspect that there is very little in this that could be 
disagreed with in principle. 

The first one that there might be a question raised on, 216 (b), 
could be done administratively. Of course, if it is done by congres- 
sional action, there is the additional spur that comes from the Congress 
having taken action on it. 

Section 218 I think is a bit extreme because, as I see it now, the 
Director of the Budget has the responsibility which is set forth in 
that section. 

Senator Payne. And, as a matter of fact, is trying to accomplish 
this very thing. 

Mr. Sréwarr. Yes, and I think the structure, for instance, of, “Not 
more than 2 persons for each principal subdivision of a department 
or establishment shall be assigned by the director to any 1 depart- 
ment,” would be unnecessarily restrictive. There might be times when 
you would want to really put shock troops in to a situation, and other 
times when you might want nobody. 

Senator Payne. Of course, at the present time it is almost impossible 
to get people into Government that can comply with the qualifications 
I set forth here. 

Mr. Stewart. I would think section 218 could be done better admin- 
istratively. 

I agree to everything until we get to section 120, That is the con- 
troversial one which I understand the General Accounting Office has 
a feeling shouldn’t be done. 

One reason for doing it, it seems to me, is to put some drive under 
this reform of financial reporting and accounting in the executive 
branch. It seems to me whether you do it by setting up a statutory 
office or whether you do it by taking a position that there should be 
in the Bureau of the Budget an Assistant Director for Accounting, we 
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will say, appointed by the Director of the Budget, I think is a matter 
for you gentlemen to decide. 

I do think that something should be said in the legislation about the 
undertaking of that responsibility. I might say that the General 
Accounting Office, we found, was the most constructive influence in 
this whole Government accounting picture. Through their Systems 
Division, they had done a good deal to help agencies which had no- 
where else to look. Logically, the agency should have been able to 
look to the Bureau of the Budget. 

In the General Accounting Office they should be able to review this 
executive performance, rather than find that they actually had to do 
the job in some cases. 

Senator Payne. Well, it is true, is it not, Mr. Stewart, and I agree 
vith you, the General Accounting Office has done a remarkable job 
ind without the type of work they have done, Lord only knows where 
we would be on our fiscal setup. 

Mr. Srewart. That is right. 

Senator Payne. But if the Bureau of the Budget with competent 
personnel and with adequate personnel were able to carry out many 
of the recommendations the General Accounting Office makes from 
time to time, and to work very closely and get the agenices and de- 
partments of the Government adopting more and more of these con- 
<tructive suggestions and developing consistent overall policies, it 
would make the job of the General Accounting Office much more 
simple in their effort to do a factual and complete job of postaudit 
which, of course, is their prime responsibility. 

Mr. Srewart. It would. 

Senator Symrneton. Mr. Chairman, may I ask a question there? 

Senator Kennepy. Yes. 

Senator Symrneron. I am sorry that I have been late, Mr. Stewart, 
but I have been to another hearing from 9:30 to just now. Let me be 
sure I understand what this bill is getting at, as you see it. The 
Director of the Bureau of the Budget will send two people to work in 
the Department of Defense ? 

Mr. Svewartr. Well, before you came in, Senator, I suggested that 
that section seemed rather extreme because 2 people or 22 people in 
the Department of Defense would still be wrestling with an impossible 
problem. 

Senator Symincron. As I understand it, first, the budget of the 
Department of the Army is made up by the proper people within the 
Department and submitted to the Secretary of the Army; is that 
correct ¢ 

Mr. Stewart. That is right. 

Senator Symrneron. And then the Secretary of the Army submits 
that budget, as do the Secretaries of the other two services, to the Sec- 
retry of Defense: is that right? 

Mr. Stewart. That is right. 

Senator Symrneron. And there it is examined and _ possibly 
changed. Then it is submitted to the executive branch of the Gov- 
ernment at the level of the White House; is that correct ? 

Mr. Stewart. As I understand it. 

Senator Symineron. Right, and that is generally the Director of 
the Bureau of the Budget. He is the one that takes the next look at it. 

Mr. Stewart. He is the fellow that gets the last look. 
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Senator Syminoton. Now, inasmuch as 65 cents of your tax dollar 
is for current military preparation—84 cents of your current tax 
dollar is for past, present, or possible future w ar—would it not be difli- 
cult to change any aspect of the situation by having two additional or 
two less people i in the Bureau of the Budget ? 

Mr. Srewarr. Well, I personally don’t subscribe to writing into leg- 
islation what really is an administrative problem. In other words, 
if I were Director of the Budget, I would feel T should be free to apply 
as many or as few people as I wanted to any department. 

Senator Syminecron. In other words, to do the job with whatever 
is necessary ¢ 

Mr. Srewarr. That is right, and I would have to take responsibility 
for what isdone. In our recommendations, we urged that within each 
department, the Bureau have a staff that is going along from day to 
day, and which is completely conversant with what is happening in 
the department. But again, until you can get the people, you can’t do 
the job. I don’t think anyone, after the fact, can take a look at that 
defense budget and know much about it. 

Senator Kennepy. Mr. Stewart, I would like to have you just sum 
up for Senator Symington what you talked about, how you feel the 
defense budget should be changed from the present system because 
he is very interested in that part of it and I would like to have his 
opinion on it. 

Mr. Srewarr. Senator, any change in the defense budget, maybe it 
is a masterpiece of understatement to say, is going to take time. It 
seems to me and it seemed to our task force, that a cost-based budget 
in terms of accrued expenditures was the most effective means of con- 
trolling the military budget. 

Senator Symineron, Now, I am sorry, but I do not exactly under- 
stand what you mean by that. I have defended milits ary budgets and 
I have been in business but I would like your explanation, first, as to 
what that means per se, and second, as to how it differs from the cur- 
rent way of cperating. 

Mr. Srrwarr. The current budget is enacted in terms of obligational 
authority for multiple years. 

Senator Symineron. Obligational authority for multiple years. 
As I understand it, each department is given so much money in the 
way of appropriations which it can use. Some of it has to be used 
in the 12 months of the fiscal year in question and some of it can 
extend because of the nature of the product being purchased, beyond 
the fiscal year in question ? 

Mr. Srewart. Exactly. 

Senator Symineron. Is that right ? 

Mr. Stewart. Yes. 

Senator Symrneron. I understand that is the way they operate now, 
on the basis of appropriations, obligations and expenditures; right? 

Mr. Stewart. Yes. 

Senator Symrneron. Now, go ahead. 

Mr. Stewarr. Once the money goes to the Defense Department—— 

Senator Symrneron. What did you say ? 

Mr. Srewarr. Once the moneys are appropriated by the Congress 
and they are available for use, for obligation, you then have the prob- 
lem of administering that budget within the ¢ agency. 

Senator Symrneron. Yes. 
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Mr. Stewart. At present, the administration has attempted, 
through a so-called allotment system—that allotment system has over 
a million allotments, allotments and suballotments and administrative 
subdivisions of suballotments, so called —— 

Senator Syminctron. Now, when you say that the Department of 
Defense allots the money to each of the services—— 

Mr. Stewart. It first goes to the services. 

Senator Symineton. Right. 

_ Srewasr. Then within the services, it goes to various activities. 

Senator Symineton. Right. 

Mr. Srewart. And you “will find allotments as little as a thousand 
dollars and our feeling was that in an oper ation of that size, it is 
impossible, 18 months in advance, empirically, to look at a situation 
and say that this particular item of this particular activity should 
have a thousand dollars. 

Senator Symineron. Actually more than 18 months, if you formu- 
late for the fall of the next fiscal year. 

Mr. Srewarr. That is right. So we say, let’s get some accounting 
in this picture; let’s understand what they are doing with this money 
in terms of operational or organizational units. For instance, it is 
much more intelligible to take a look at an operation like a hospital 
and say, “How much money do you want for the hospital,” and appro- 
priate in terms of what you need for that hospital, rather than appro- 
priate in terms of pay of medical personnel, pay of civilian personnel, 
pay of any other services that you may acquire outside, a multitude 

of supplies, and so forth. In other words, if you assign management 
reaponsildiity within the Military Establishment to people, that re- 
sponsibility can be gaged in terms of projected budgets. 

Senator Symrneton. What you are saying is that you would like 
to see, in effect, a unit cost system applied instead of a departmental 
cost or subde partments al cost system, is that right ? 

Mr. Srewarr. That is right. 

Senator SyMINcTON. I can see right away that the unit cost system 
will give you a better control of efficiency, but how about from the 
standpoint of bookkeeping, would it not be more difficult ? 

Mr. Srewarr. As a matter of fact, I think they are doing more 
bookkeeping under a system that has a million allotments than you do 
under a system that went directly at organizational costs. 

Senator Symincron. But, you are going to have quite a few units, 
like hospitals ? 

Mr. Srewarr. You are still accounting for them. Our feeling was 
that what we recommended should not increase the costs of account 
ing but should give you something more useful. 

Senator Symrncron. To whom did you recommend it, Mr. Stewart ? 

Mr. Stewart. We recommended it to the Congress. 

Senator Symtncton. When ? 

Mr. Stewart. TI was chairman of the task force of the Hoover Com 
mission. 

Senator Symrneton. Did you discuss it with the Department of 
Defense ? 

Mr. Stewart. We did. 
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Senator Symineron. Did you have hearings and have people over 
there from the Department ? 

Mr. Stewart. No. 

Senator Symrncron. For example, what was your relationship as 
chairman with Mr. W. J. McNeil, the Comptroller of the Department 
of Defense ¢ 

Mr. Srewarr. Well, I have known Mr. W. J. McNeil since the war 
years in the Navy. I knew some of McNeil’s training, his background, 
his capabilities, and I knew some of the people with him. I had on 
my task force, one man who had worked intimately in the Department 
of Defense for quite a period. 

Senator Symrncton. In what position ? 

Mr. Svewarr. He was special assistant to McNeil. 

Senator Symrneron. What was his name? 

Mr. Srewarr. Sullivan, Joseph M. We had in addition, the De- 
partment of Defense study, which had been made by the so-called 
Cooper committee. This was made about the time that our task force 
was created. 

Senator Symincron. What year / 

Mr. Stewart. Well, it was so long ago, I would say in 1954. That 
was Charles P. Cooper, who used to be executive vice president of the 
American Telephone & Telegraph Co. He was asked by Mr. Wilson 
to make a review of fiscal control within the Department of Defense. 
We had, at the outset—the question was whether this project would be 
helpful to us in our work or hinder us. When I looked at the com- 
position of the group, I personally was satisfied that anything that 
came out of it would be helpful. They made a study and made a 
report. 

Senator Symineron. Who made a study and who made a report’ 

Mr. Stewart. The Cooper Committee. 

Senator Symrnetron. Of the Hoover Commission ? 

Mr. Srewarr. Oh, no, a study of the Department of Defense. 

Senator Symineron. At the request of Mr. Wilson ? 

Mr. Srewart. Request of Mr. Wilson and reported to Mr. Wilson. 
I talked at great length with Mr. Cooper and with some of the people 
who headed the accounting function for him. ‘They were in substan- 
tial agreement with our task force. I didn’t talk with them until we 
had ourselves spent time in the Bureau of the Budget, spent time 
with the General Accounting Office people, and in the Department of 
Defense, and had talked with people and had sume feel of what our 
own position might be. 

Senator Symineron. Now, more specifically and for guidance, the 
task force for the Department of Defense under Mr. Cooper was in 
substantial agreement with your recommendations here to the Con- 
gress ? 

Mr. Stewart. I would say it was. 

Senator Symrneron. That is what I wanted to know. 

Mr. Srewarrt. I would say it was, although they didn’t go as far as 
we went. They did not recommend that accrued expenditure budget, 
as I remember it, but they did recommend the setting up of -— 

Senator Symineton. What do you mean by “accrued expenditure 
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be acquired during a year. That means whether they have paid for 
them or not. In other words, if they have had services rendered and 
haven’t been billed. This is accrual—they owe the money, just as in 
business. If they have had supplies delivered to them and have 
actually used them, they have them under their possession, they would 
be accountable for them. 

In the ordinary agencies of Government, that is, the housekeeping 
agencies, it would make very little difference, as you know, because 
all they deal in is salaries, services and supplies. In the Defense De- 
partment, we felt the advantage of an accrued expenditure budget 
would be a continuous look at these long-lead-time items. In other 
words, you go to the Congress and get an appropriation which would 
take care of your projected expenditures for a particular year. You 
would say also, now we are building a battleship, and we want con- 
tractual authority for a period longer than a year. 

Senator Symineron. You have that already. Let’s take a bomber. 

Mr. Stewart. You might have a bomber contract. 

Senator Symineron. I think if you laid a hull, you do not have to 
come back and get additional money for higher cost of a ship. At 
least, that is the way it used to be. Let’s take a bomber. 

Mr. Srewarrt. I will take a bomber contract. Initially, of course, 
you would have the development work. You would have to put 
enough in the budget under general development to take care of 
the development of the bombers, fighters, or whatever you had. Once 
a bomber had reached a stage of production, taking into account start- 
ing load costs and the final upswing in costs at the end of production, 
you would estimate what a certain number of bombers was going to 
cost you. You would say that, well, within fiscal 1958, we believe that 
we couldn’t get delivery of more than 150, and 150 at a price which 
takes into account starting load costs and tapering off costs, which 
would be approximately X hundreds of millions of dollars. 

That would be in the budget but the Air Force says, “Look, we 
need more than 150, we need 500.” All right, then we will give you 
contractual authority to go ahead with 500. The next year when you 
come in, you again say how much money you need. 

Senator Symineton. You have put in the expenditure budget, as 
you call it, the amount of money that you believe will be necessary 
to pay for what you get during that year ? 

Mr. Stewart. That is right. 

Senator Symrneton. But, at the same time, you also give, by law, 
the Air Force the right to contract for additional bombers, which you 
will not have to pay for in that year ? 

Mr. Stewart. That is right. 

Senator Symrneton. Is that correct ? 

Mr. Stewart. That is it. 

Senator Symrneron. That certainly is logical to me. Let me ask 
you, how does that differ from the present law ? 

_ Mr. Srewarr. Well, as I understand it, under the present law, there 
is no cutoff point at the end of any vear. You would have to get the 
Air Force money at the moment. You would give then so-called no- 
year money 

Senator Symrneton. No year? 

Mr. Srewart. Called no-year money. 

Senator Symrneron. What do you mean ¢ 
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Mr. Stewart. Money that is not limited to the particular fisca 
year in which it finds itself in the budget. In other words, the 7 
Force says, “We have a 3-year program under which we will need X 
number of bombers.” 

Senator Symrneron. I see what you mean. 

Mr. Stewart. So, we now want obligational authority and we will 
immediately go out and er these funds or we may dr ag our heels. 

Senator Symincron. I understand. Let me ask you 2 or 3 ques- 
tions around that. Would the contracting company, the supplier, 
accept a contract on that basis? Do you think he would consider it 
was an obligation of the United States Government ¢ 

Mr. Stewart. I think he would. I think he would be even better 
protected on that basis than he is now. 

Senator Symrnoton. Let me ask you the next question. Suppose 
you got a lot more airplanes, which would be a pleasant surprise, put- 
ting it mildly, than you expected during that year. Where would the 
money come from to pay for them under an expenditure budget ? 
Would you get a supplemental ? 

Mr. Srewarr. If you underestimated, just as you do now, you would 
have to go in for a supplemental. 

Senator Symrneron. Suppose that you did not get nearly as mai 
airplanes as you thought you would get, due to a change in design, 
which is very customary, because you are not designing for profit, you 
are designing for security, and the change comes in and you have 
many more engineering changes which hold up production. If you 
have an accrued expenditure budget, what do you do with the money 
that you do not spend that you thought you were going to spend? 

Mr. Srewarr. It would be included in the next year. 

Senator Symrnoton. Just be a carryover then. 

Mr. Svewarr. You wouldn’t carry it over. 

Senator Symrnoron. What would vou do with it? 

Mr. Stewart. Come before the Appropriations Committee on you 
next year’s budget and say, “Last year, we asked for money for 150 
bombers We only seautiined 50. This year, we want 250,’ >and at that 
point. the Appropriations Committee would take a look and say. 
“What has your performance been on your promise originally?” 

Senator Syaaneron. What I want to know is what do you do with 
the money if in an accrued expenditure budget you asked for money 
to pay for 100 bombers and you got 102 You have the money and it 
has been appropriated by the Congress and is in the hands of the 
Department of Defense and Air Force, but you do not have the bomb- 
ers and you certainly do not want to pay for them if you do not get 
them. What do you do with that money ? 

Mr. Srewarr. That money just lapses and goes in on your next 
appropriation. 

Senator Symrneron. Then you just do not have that money any 
more? 

Mr. Srewart. That is right. 

Senator Symrineron. So you have an automatic cutoff? 

Mr. Srewarr. Because you didn’t need it. 

Senator Symrncron. Because you didn’t need it ? 

Mr. Srewarr. That is right. 

Senator Payne. Because you did not use it. You may have needed 
it. 
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Senator Symineron. This is very interesting. What is the differ- 
ence really between that and between a normal budget where you 
appropriate the money but you do not spend it unless you get the 
product and you carry it over ‘unless you cancel ¢ 

Mr. Srewarr. Under this system, you are directing your attention 
to accrued expenditures rather than obligational authority. Now, 
the temptation, if you have obligational authority, is to use it. 

Senator Symrneron. Yes. 

Mr. Srewarr. because it helps you get more obligational authority. 
[f you focus attention on accrued expenditures, the Congress then 
gets a look at this moving performance and it can see to what extent 
the services actually needed the money or to what extent they have 
actually used it. They may take another look and say, “What do 
you need this year? a much surer are you than before?” 

Senator Symineron. I did not hear that, Iam sorry. 

Mr. Srewarr. ‘They see in the second year, when you come in, after 
you haven’t used your funds that year, what has h: appened and Con- 
gress would be alerted to the fact that they had expected to acquire 
150 “platies and only acquired 50. The question would be why ? 

Senator Symineron. Now you are talking management. You are 
not talking accounting. 

Mr. STEW ART. Accounting is tl tool of management. 

Senator SymMineron. When you say why, that is management. 

Mr. Srewarr. Yes. 

Senator Syminocron. I completely agree with you that we have a 
wonderful system in the Department of Defense to see that nobody 
steals any money but a rotten system to see how we can operate better, 
based on our accounting. Do you agree to that? 

Mr. Srewarrt. I do. 

Senator Symineron. We have no management accounting but we 
have great recording accounting. 

Mr. Srewart. That is right, purely historical. 

Senator Symrneron. I am in agreement with you, Mr. Stewart. 
Ifowever, I am a little worried about the position of the contractor, 
how he would feel if this money is not actually appropriated because 
he has a great deal of expense that he cannot unit cost out against that 
delivery, which he might be afraid of losing, especially as he has 
a rather rough time, as you know, with the superv isory departments 
in the services. 

Now, let’s get back to the question that I asked a few minutes ago. 
As I understand it, Mr. Cooper agreed with you and you agreed, in 
effect, with Mr. Cooper and if there was any difference, it was one of 
degree and not of system, is that right? 

Mr. Stewart. That is right. 

Senator Sym1neron. Now, what was the position of the Department 
of Defense in this matter? In other words, what was Mr. McNeil’s 
position, because he is the one, as we all know, that runs the money 
in the Department of Defense ? 

Mr. Srewart. My understanding is that Mr. McNeil agreed with 
most of the Cooper committee’s recommendations, but did not agree 
with all of the accounting recommendations. 

You see, they went to ‘such matters as procurement in their review, 

Senator Symmnaton. Who did? 
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Mr. Stewart. The Cooper committee. 

Senator Symineron. We are not talking about that. We are talk- 
ing about your recommendations here which I thought Mr. Cooper 
was in agreement with. 

Mr. Srewarr. As I understand it, Mr. McNeil agrees with our 
recommendations. 

Senator Symineron. The ones that you have made here ? 

Mr. Srewart. Yes. 

Senator Symineron. And is there any objection in the Department 
or any objections in the Government to the recommendations you have 
presented here ¢ 

Mr. Stewart. I haven’t seen any. 

Senator Symineron. Nobody has told you about that / 

Mr. Stewart. No. 

Senator Symineron. You think if you wrote to the Department 
of Defense and asked for their opinion or the chairman did, that they 
would come back and say they approved your recommendations ¢ 

Mr. Stewart. I believe they would. 

Senator Symineron. Do you think all the long-term contractors, 
for bombers, where there is no special legislation—would they approve 
it, too? 

Mr. Srewart. I don’t know. 

Senator Symineron. If they would not, why do you think they 
would not? Iam just asking for information. 

Mr. Stewart. Because it hadn’t been properly explained. 

Senator Symineron. If it was properly explained, they would ap- 
prove it ? 

Mr. Srewarr. I believe if it were properly explained, they would see 
advantages in it, the advantages being this: Suppose I am a con- 
tractor—— 

Senator Symincron. I would like to hear the advantages, but inas- 
much as the Dep.i tment of Defense, you say, agrees with your posi- 
tien 

Mr. Srewarr. Well, Senator, I am talking about our report as a 
whole on the accrued expenditure- 

Senator Symineron. What is the difference between your position 
and your report? Is not your report your position and your position 
your report ¢ 

Mr. Srewarr. But the accrued expenditure aspect is but one facet 
of the whole problem. 

Senator Symineron. Let’s talk about accrued expenditures. Did 
the Departmet of Defense agree with that part of your report ? 

Mr. Srewarrt. I haven’t seen them take a particular position but J 
have seen a letter in which Mr. McNeil said that he believed it was 
feasible. It would present some administrative problems but it could 
be done. 

Senator Symineron. A lot of things are feasible that you do not 
agree with. 

Mr. Srewarr. Exactly. I suspect that it would take some educa 
tion in the Department of Defense. 

Senator Syminoron. You think they need it / 

Mr. Srewart. I do, yes. 
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Senator Symineron. From the standpoint of business manage- 
ment ? 

Mr. Stewart. I do. 

Senator Symineron. Would you mind if I joined you in that? 

Senator Payne. If I may join in, Senator, it has been needed for 
a long, long time. 

Senator, would you be willing to yield the floor at that point? 
The point Senator Symington is driving at is the very thing that 
you were rec ommending and would give an answer to the very many 
constructive positions that Senator Symington has taken with re- 
gard to certain accomplishments under programs enacted by the 
Congress. It would pinpoint and defaiitely e: explain before the con- 
gressional Appropriations Committee the exact determined accom- 
plishment that a department made, whether it is Air Force, Army, 
Navy, or any other agency of the Government, with the moneys that 
the Congress gave to them to be able to carry out a specific program. 

If they did not accomplish it, they would be in before the committee 
having to justify why they had not and why they are going to need 
so much more the next year. 

Senator Kennepy. Just to get it straight on the obligation, when 
Congress gives authorization for the purchase of 100 planes, instead 
of taking a 3-year period, then the Appropriations Committee does 
not appropriate the entire amount that first year; do they ¢ 

Mr. Srewarr. Yes, they give them obligational authority for the 
entire amount, 

Senator Symineton. Which the contractor of the airplane could 
consider as an advantage. They can see the money and they have a 
lot of expenses. 

ae Kennepy. It does not have to be reviewed again ¢ 

Mr. Srewarr. That is right, Senator, and they feel it is an advan 
tage, but they also get things known as cancellations and change 
orders, which, as you know, are very disconcerting to the contractor. 

Now if you are trying to obligate money in order to retain it, you 
are bound to put out some contracts that you later want toc hange. If 
| were a contractor, I would like to feel I had a firm contract which 
they intended to go through on. 

Senator Syminaton. The truth of the matter is, through the utiliza 
tion of engineering changes you can take any fixed price contract and 
make it a cost- plus contract ; am I correct ? 

Mr. Srewart. That is right. 

Senator Symineton. I would like to ask one more question, Mr. 
Chairman. May I proceed ? 

Senator Kennepy. Yes. 

Senator Syminefon. We get a great big telephone book called the 
budget and we are given a few days to look at the budget and 
approve it. Do you ‘thing it might be constructive to have people 
allocated by the House Appropriations Committee, for example, and 
Senate Appropriations Committee, who would be physical partici- 
pants to listen to the way that the budget was formalized, so that 
when the book came they could explain it themselves or, during the 
process, they could explain, for example, to the chairmen of the sub- 
committees in question, what the budget was all about? Have you 
ever given any consideration to that idea ¢ 
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Mr. Srewarr. Yes; we did. As a matter of fact, I can tell you 
within our task force we felt that the Appropriations Committees were 
inadequately staffed, but our job was to review the executive branch. 
We thought it might be presumptious to make that sort of recom 
mendation, but the General Accounting Office, as you know, has been 
very useful to the Appropriations Committees in certain limited areas. 

It seemed to me that they might be used even more. 

Sens ator Symineron. For example, if you formulate the budget of 
1 of 3 services, 90 percent of the work is done below the Secretary of 
that service. That would be my guess of the hours of work. Say 
5 percent is done in the Office of the Secret: ary of Defense, and the md 

done in the executive branch above the Department of Defense, 
eauaneiae in the Bureau of the Budget. Those figures could be 
adjusted but, in general, that might be accurate. 

W ould it not be wise to have representatives of the legislative branch, 
with the premise that we have some authority in this picture with 
respect to money, allocated to the committees of the Congress, or al 
located to the departments in question, so they could watch the budget 
being formulated? It starts being formulated on the first of July 
of the following fiscal year and then they work on it in July, August, 
September, October, and they gener: ally get it to the Department of 
Defense around October, perhaps as late as November. Then it goes 
to the Bureau of the Budget and is rushed through for the President’s 
message in January. That is about the chronology, is it not ? 

Mr. Stewart. Yes. 

Senator Symrneron. You really do not have much of a look. You 
would certainly have a much better look if you worked in the depart- 
ment. Would you agree to that? 

Mr. Stewart. Well, I don’t know. I hadn’t thought of it, Senator. 

Senator Parner. Let me say this, if I may, Mr. Stewart and ‘Senator 
Symington. The thing that you have suggested is a very sound one 
and, as a matter of fact, has a great deal of background behind it, not 
in the Federal system unfortunately, but it is a regular practice basic- 
ally in State government, that in compliation of the budget. in the 
appearances of various departments and agencies of State govern 
ment, that representatives of the legislature, representing both the 
House of Representatives and the Senate, are chosen to sit in and 
listen to all of the data that goes to make up the budget that is finally 
to be presented and they are able to be of service both to the commi- 
tees of the Congress or to the State legislatures, and are able to stand 
on the floor of the Congress and give specific information relative to 
any points that may be raised concerning any feature of it. 

Senator Symrneton. I think that is most constructive. Thank you, 
Senator. I did not know that. 

Senator Payne. It is done in State governments. 

Mr. Stewart. I can see advantages in that but what is the sense 
in having them sit in if the basic facts which support a decision are 
not available? 

Senator Symtneton. I will say this, that in the five military budgets 
that I defended myself, I was convinced that the Congress approved 
reductions, recommended after the budgets left the departments in 
question, on an economic, and/or a political basis, which they would 
not have done if they had gotten the true security import of the budget. 








<siechiaelaal:alian lila ial 


ene 





i 
1 


er 


2 OS altbtien, 





2 


BUDGETING AND ACCOUNTING S83 


I do not think the legislators can ever get that full understanding 
unless they are in on the formulation of the budget at the working 
levels of the department in question. 

Thank you, Mr. Chairman. 

Senator Kennepy. Mr. Stewart, we thought we might try to get the 
Department of Defense to come up and comment on some of the points 
you just made, and put them together in that way. Perhaps you would 

care to listen ‘and at the end of the hearing, you could perhaps give 
up any further thoughts you might have, either by letter or me- 
morandum. Would that be agreeable ? 

Mr. Srewarr. I shall. I told you that the Department of Defense, 
I believed, concurred in these recommendations, I believe they all 
expressed their position in writing, as I understand it, which is more 
authoritative than anything I can say. 

I would like to say that from an accounting standpoint, the Depart- 
ment of Defense has been completely inadequ: ately staffed. You can’t 
run the biggest accounting organization in the world with one man on 
the top, and by the time we reviewed it, there were simply two men of 
supergrades directing the accounting policy. It is completely in- 
adequate. 

Senator Symrineton. I beg your pardon ? 

Mr. Srewarr. I am saying that the Department of Defense, from an 
accounting standpoint—I am talking about topside, is inadequate, 
You have a Comptroller and he had as his assistant, at the time we 
made our review, only one individual of a supergrade. I ask you, how 
can you run the biggest financial organization in the world with that 
kind of sketchy support ! ? 

Senator Symineton. Mr. Chairman, I would like the record to show 
that Mr. Stewart and I never discussed this matter before this hear- 
ing. I could not be in more agreement with him. 

Senator Kennepy. I think he really rendered a great help to the 
committee. Mr. Stewart, we appreciate your coming down. 

Mr. Srewart. Thank you, Senator. I will write you. 

(Statement prepared by Mr. Stewart for insertion in the record 


follows:) 


STATEMENT OF J. HAROLD STEWART, CHAIRMAN OF THE Hoover COMMISSION TASK 
FoRCE ON BUDGETING AND ACCOUNTING 


Mr. Chairman and members of the subcommittee, I greatly appreciate the privi- 
lege which you afforded me to appear before you on March 21. The following 
statement is submitted to direct attention to particular provisions of the bills 
under consideration. 

S. 2369 and 8. 2480 are identical bills, the substance of which is also included 
in S. 3199. Consequently my comments are directed to the latter bill. 

Section 1 (a) 

This section appears to be designed to carry out recommendation No. 20 of the 
tusk force (recommendation No. 22 of the Commission), which had the purpose 
of stimulating the preparation of informative reports on the financial results of 
the Government’s activities and placing the responsibility for such reporting on 
the Director of the Budget. There is a great deal of preparatory work required 
within the several executive departments and establishments before the Director 
of the Budget can produce reports which show reliably the financial results of 
their activities. I believe it would be more realistic if the Congress recommended 
the attainment of the desired result at the earliest possible date and left the ac- 
complishment of it to executive action. 
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Section 1 (b) 

This section recommends certain amendments to section 216 of the Budget and 
Accounting Act, 1921. 

The proposed amendments section 216 (a), (¢), and (d) would in my opinion 
give a necessary impetus to the use of cost-based budgets for management pur- 
poses and in making fund allocations within departments and agencies. 

Should S. 3199 be amended to include a provision that the annual budget be 
expressed in terms of annual accrued expenditures, as Senator Payne has indi 
cated it might, the enactment of sections 216 (a), (c), and (d) is absolutely 
esential. It is necessary to have requisite cost information in order to develop, 
intelligently, a budget in terms of annual accrued expenditures. 

I suggest that paragraph (d) of section 216 end after the second comma, which 
follows the word “accomplishments.” In my opinion the reporting of perform 
ance by organizational units when such units do not coincide with perform- 
ance budget classifications would be most helpful to the Congress, but there is 
so much preparatory work to be done in this area that I would hesitate to recom- 
mend that there be a legislative requirement that it be done forthwith. I believe 
the Congress can obtain the same result through action of the Executive. 
Section 218 

Section 218 appears to go further than is either desirable or necessary in direct 
ing the performance of the Director of the Budget in the field of peronnel utili- 
zation. I believe the Director of the Budget should be held responsible for the 
intelligent selection and utilization of his staff. The limitations on the number 
of persons assignable to a particular activity and the length of service in one 
activity are undesirable. For example, the Department of Defense and its sub 
divisions could not be reviewed adequately with such limitations in effect. It 
would require at least 2 years for a newcomer to get his bearings in the Depart- 
ment of Defense if indeed it could be done in such a limited period. Conse- 
quently, I would suggest that the objectives sought by section 218 be accom- 
plished by executive action, the Congress emphasizing its concern that properly 
qualified personnel be employed and that reasonable rotation of duty was desir- 
able in order that representatives of the Bureau of the Budget not become cap- 
tives of the organizations for which they have review responsibility. 

Section 120 

I agree with the proposal that there be established in the Bureau of the Budget, 
under the supervision of the Director thereof, a Staff Office of Accounting, the 
head of which shall be the Assistant Director of Accounting. However, I would 
provide that such individual be appointed by the Director of the Budget. The 
function to be performed is a responsibility of the Director of Budget and were 
S. 3199 enacted as proposed the position suggested would be the only one in his 
organization not under his control. 

The other provisions in 8. 3199 appear to be both necessary and desirable. 

I urge strongly that the bill be amended to require that the appropriations 
by the Congress be in terms of annual accrued expenditures. The transition 
to that form from the present method of appropriating in terms of obligational 
authority should be a matter of execution by the Director of the Budget who 
should be directed to make such transition at the earliest possible date. It 
might even be that the transition could be a gradual process to be effected as 
soon as a particular agency’s records and controls will permit. 

In my remarks I have already indicated my conception of the annual ex- 
penditure budget. The annual expenditure budget was dealt with in the report 
of the task force, pages 37 to 40, inclusive. In my opinion, an annual expenditure 
budget is necessary to the effective control over Government expenditures. In 
this opinion the task force was not alone. The Cooper committee, which ad- 
vised the Secretary of Defense on fiscal organization and procedures in the 
Department of Defense, suggested that consideration be given to this form of 
budget. In addition, a group of professional accountants who studied the 
matter at the request of the Bureau of the Budget made such a proposal. 

As I testified before you, I believe one of the greatest present needs in the 
Federal Government is centralized dirction and coordination of the Govern- 
ment’s budgetary and accounting activities as a whole. The proposed legisla- 
tion is, in my opinion, admirably designed to achieve that end. By centralizing 
responsibility for budgeting and accounting in the executive branch, the task 
of the Comptroller General, as the agent of the Congress, should be made easier. 
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The Comptroller General has been a constructive influence in accounting re- 
form in the Federal Government. It is hoped that with the aid of the proposed 
legislation, the executive branch would assume and discharge its responsibility 
with equally constructive results. 


SUMMARY OF SUGGESTED CHANGES 


Section 1 (@) 
That this be accomplished by executive action. 


Setcion 1 (b) 

That section 216 (d) end after the second comma which follows the word 
accomplishments.” 
Section 218 

That this section be eliminated and there be substituted therefore a require- 
ment that at the earliest possible date the appropriations by the Congress be 
in terms of annual accrued expenditures, the accomplishment of this to be the 
responsibility of the Director of the Budget. 


Section 120 


That this section be amended to provide that such individual be appointed 
by the Director of the Budget. 

Senator Kennepy. Perhaps you could stay and we will have the 
Department of Defense up now and they might comment on some of 
these points. 

Boston, Mass., April 7, 1956. 
Hon. JoHN F, KENNEDY, 
Senate Office Building, Washington, D.C. 

Dear SENATOR KENNEDY: I have been away from my office almost constantly 
since | appeared before you in Washington and, in consequence, this is the first 
opportunity I have had to submit comments on the testimony of Mr. W. J. 
MeNeil, Assistant Secretary of the Department of Defense. 

I have read Mr. MeNeil’s testimony and it appears to me that Mr. MeNeil is 
in general agreement with the provisions of S. 3199 and the possible amendment 
which would place the annual budget on an accrued expenditure basis. How 
ever, I get the impression that he has some misgivings con crning the practical 
application of the proposed legislation. Mr. McNeil has indicated there was 
a lack of understanding on the part of those who had recommended changes in 
that the particular problems of the Federal Government are not appreciated 
(pp. 226, 230, 234, and 236). It appears from Mr. MecNeil’s testimony that his 
paramount concern is accounting for obligational authority and making sure 
that no funds are spent except under authority of the Congress. In this view 
there is no disagreement. However, the recommendations of the Hoover Com 
mission are designed to direct attention primarily to the development of financial 
facts as a tool of management. The accounting for appropriated funds can 
be greatly simplified once an adequate accounting system from which reliable 
operating costs can be derived is in existence. The allotment system which 
existed when the Hoover Commission task force made its review comprised 
over 1 million separate allotments within the Defense Department. These allot- 
ments were used as a means of control over appropriated funds. The substitu- 
tion of a sound accounting system for an overdetailed system of allotments is 
the essence of the accounting recommendations as they pertain to the Defense 
Department. 

Mr. McNeil talks about there being “some misunderstanding on the part of 
some accountants outside the Federal Government of the special accounting 
needs of the Government and some impatience with the maintenance of the 
obligating and expenditure bases of accounting” (foot of pp. 292 and 298). 
I trust that this reference is not directed at the budget and accounting task force 
of the Hoover Commission which would have an intimate knowledge of the 
accounting needs of the Government and was impatient with the emphasis which 
was placed upon the maintenance of the obligation and expenditure bases to 
the exclusion of the usual accounting for penegaee purposes. 

Again, Mr. McNeil says on pages 296 and 297, “I think we have got ‘é get 
this accounting geared in such a way as to emia or force management 
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decisions. And there is too much of a tendency sometimes to develop accounting 
for accounting’s sake and see that the two columns balance. * * *” 

I am not conscious that any of those who have reviewed the Defense Depart- 
ment’s accounting situation, whether it be the Hoover task furce or the Cooper 
commission, have shown any tendency to develop accounting for accounting’s 
sake. I am somewhat confused by Mr. McNeil’s concept of accounting. On 
page 297 he says, speaking of the Comptroller General, that the emphasis of 
the Comptroller General’s Office must be and properly should be on accounting 
and then continues to say, “But I think the emphasis has to be on getting figures 
that help senior commanders, secretaries, and whatnot, to be better able to run 
the show.” If an accounting system, which is nothing more than a system under 
which financial figures are developed, does not develop figures which help the 
responsible individuals to operate, it is inadequate. I cannet understand the 
difference between accounting and “getting figures that help senior commanders, 
secretaries, and whatnot, to be better able to run the show.” 

At present, the figures upon which action should be based are not developed 
as they are in industry, under a system designed to develop financial facts for 
management, which development is synonymous with accounting. It appears 
to me that Mr. MeNeil is facing two ways. He emphasizes the necessity of ac- 
counting for obligations and then, on page 248, says, ““Now, under that system, in 
the past I think the Government has devoted too much attention to the obliga- 
tion side of the picture and not enough to the cost. There is no question of that. 
But at the present time, there is a great deal of sentiment to think only of costs 
and never of the obligation side. And I think that would also be dangerous both 
for the Congress and for the department.’ The Hoover Commission task force 
was not among those who contributed to the unidentified sentiment of thinking 
only of cost and never of the obligation side. As a matter of fact, the Hoover 
Commission Recommendation No. 13, which recommended the simplification of 
the allotment system, carries with it the implication that an allotment system to 
control appropriations is required and should be continued. However, our 
criticism is not directed at an allotment system, but at the present allotment 
system in the Department of Defense. The Acting Comptroller General, in a 
letter dated July 9, 1954, stated to the chairman of the Committee of Appropria- 
tions, House of Representatives, as follows: 

“It should be mentioned * * * that it becomes increasingly more obvious 
that the excessive use of detailed administrative allotments as the basis for 
administering programs under appropriated funds is a significant factor 
in the confused and unsatisfactory situation with respect to financial control 
in the Department of Defense. The extent of the problem which the Depart- 
ment generates for itself is illustrated by the fact that on a recent field 
inspection of one installation it was noted that over 10,000 individual allot- 
ments or administrative subdivisions thereof had been established. Each 
individual allotment or administrative subdivision acquires legal status 
insofar as violation of section 3679 of the Revised Statutes (the Anti-Defi- 
ciency Act) is concerned.” 

The so-called clarifying amendment which Mr. MeNeil offers suggested that the 
last sentence under section 216A be changed to add “considering the lead time 
which must be allowed in incurring obligations in advance of incurring costs.” 
I do not believe this addition is either necessary or desirable. I believe it is 
undesirable in the legislation to get too far into the mechanics implementation. A 
cost-based budget in terms of expenditures must, of course, take into account the 
lead time which must be allowed in incurring obligations in advance of incurring 
eosts. I am fearful that even the reference in the bill to obligations will further 
accent and encourage emphasis on the obligational concept which should be 
replaced with a cost concept. The contrel of obligations should he secondary 
to management control which should be concerned with costs. 

Mr. McNeil says on page 295, “While we agree that the use of the accrual 
basis of accounting is desirable to the extent of providing the same basis of 
accounting as required for budgeting on a cost basis, we believe it is important 
that there be no indication in the bill of either implying possible elimination of 
the obligation and expenditure basis of accounting for funds or any possible 
requirement to duplicate such aecounting through the use of another system, 
even with the understanding that there be reconciliations between the two sys- 
tems. The accrual basis of accounting can be integrated within the basis of 
fund accounting without the use of any separate system of accounts, nor re- 
quirement for a reconciliation between separate cost and obligation accounts. 
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Such integration is often facilitated by the use of revolving funds, as in the 
Department of Defense, financing inventories of consumable material and pro- 
duction of goods and services in industrial and commercial type activities, for 
sale to activities financed by appropriated funds.” Mr. McNeil in this statement 
indicates that the obligation and expenditure basis of accounting represents an 
accounting system and expresses fears of possible requirement to duplicate such 
accounting through the use of another system. Certainly the present obligational 
system is not such an accounting system as should be used for management pur- 
poses. Mr. McNeil’s statement would appear to indicate that he looks upon the 
obligational accounting of the Defense Department as an accounting system. It 
is not a question of the elimination of the obligation and expenditure basis of 
accounting for funds. The real question is simplification of that system with 
the drastic reduction in the over 1 million allotments and the substitution 
therefor of an accounting system from which understandable financial informa- 
tion can be obtained for management. 

Mr. McNeil has further pointed out the responsibility for accounting principles 
and standards in the executive branch should lie in the Director of the Budget 
rather than the Comptroller General. The task force considered this matter very 
carefully and it was our conclusion that although in theory and in industry 
accounting responsibility would lie entirely with the executive, in the case 
of the Federal Government the responsibility for operations was not and prob- 
ably never can be, clear cut. The Congress has some degree of responsibility 
even though the prime responsibility for operations lie with the executive. It 
appeared to us that Comptroller General, as an arm of the Congress, had used 
his authority for setting principles and standards with great discretion. These 
principles and standards have been set on a broad and flexible basis and present 
no obstacle to effective operation in the executive department. We do not be- 
lieve that the proposed Assistant Director of Accounting in the Bureau of the 
sudget would be in any way hampered by a conflict in concept of standards and 
principles. If that day should come, the Congress would then be compelled to 
resolve any differences, but to anticipate them now will, I believe, only result in 
debate and conflict over a purely theoretical question. There is nothing in the 
pronouncements of the Comptroller General to date which would do other than 
strengthen the hands of those in the executive branch who have a desire to effect 
management improvements. I do not agree with Mr. McNeil when he says, on 
page 297, “that the emphasis” of the Comptroller General, “must be and properly 
should be, on accounting.” Accounting is but one tool used in performance by 
the agencies and the Comptroller General’s attention must be directed to agency 
performance, including an appraisal of the adequacy of its accounting mecha- 
nism and the reliability of its financial representations. 

One of our observations in connection with the Defense Department was that 
there was a great underestimation of the necessity for and uses of an up-to-date 
accounting organization. Accounting and budgeting are so closely related that 
it is impossible to deal with one without considering the other. Sound budgeting 
requires a knowledge of financial facts developed through an accounting system. 
In our task force report we said : 

At the Departinent of Defense level the necessity for accounting strength 
in the comptrollership organization does not appear to have been appreciated 
fully despite heavy accounting responsibility which has no counterpart in 
industry. For example, the accounting function is staffed with but one 
super grade civilian employee, a GS-16 (base pay $12,000 per annum) where- 
as the Comptrollers’ budget staff includes 7 positions in the super grade of 

which 1 is a GS-18 (base pay $14,800 per annum). 

I think it will be generally agreed that sound budget preparation requires as 
its foundation financial facts, particularly costs, developed through an adequate 
accounting system. 

On pages 800 and 301 of his testimony, Mr. McNeil suggests a restatement of 
the proposed section 113C. I do not believe a restatement along the lines indi- 
cated is useful. There is nothing in the proposed restatement that cannot be 
accomplished under the legislation as proposed. I think the portion beginning 
with the last sentence on page 300, which says, “In addition, the accounting sys- 
tem required shall include adequate monetary property accounting records, 
integrated with the appropriated fund accounts. Wherever desirable to facilitate 
this integration, the use of revolving funds shall be encouraged to finance pro- 
curement and inventories of consumable materiel and production of goods and 
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service for sale on a reimbursable basis to consuming activities financed by 
appropriated funds,” is particularly undesirable because it attempts to pre- 
scribe the method of keeping the records and even goes so far as to require 
that property accounting records shall be integrated with the appropriated 
fund accounts—whatever that may mean. The concluding sentence which says 
that the use of revolving funds should be encouraged to finance procurement 
of inventories, etc., is again a matter of detail which should be left flexible. 
It is not primarily an accounting matter. There are at present those in the 
Defense Department who are zealots in the application of revolving funds and 
oppose any accountin. improvement which does not envision the use of revol\ 
ing funds. This situation was recognized by the Budget and Accounting Task 
Force which took the position that revolving funds in certain instances were 
very useful, but should not be looked upon as a panacea for curing the account- 
ing ills of the Department. 

In stating its position on the Commission's report on Budgeting and Account 
ing, the Defense Department with respect to recommendation No. 15 has appar- 
ently resented an implication that there may be disadvantages in the use of 
revolving funds. It was the considered judgment of the task force that under 
certain circumstances the use of revolving funds minimized congressional con 
trol of agency operations and that their widespread use could result in too many 
pockets of funds which become cumbersome from the standpoint of efficient 
administration. The Defense Department apparently does not concur in this 
view. It has taken the position that the Commission’s report on Business Organ- 
ization of the Department of Defense differs from that of the Budget and Ac 
counting Task Force. This is not so. I was Chairman of the Budget and 
Accounting Task Force and likewise was a member of the separate task force 
headed by Mr. Charles R. Hook, Sr., which studied the business organization of 
the Department of Defense and in the latter capacity it was my particular 
responsibility to deal with financial controls. You will notice that the report 
of the Business Organization of the Department of Defense dealt, on page 78, 
with the matter of revolving funds and recommended their continued and ex 
tended use where they are suitable. The latter limitation is consistent with the 
Budget and Accounting Task Force position that revolving funds should be 
employed only in situations where they provide greater economy and efliciency 
than do direct appropriations. The importance of the matter of whether or 
not revolving funds are utilized in the Department of Defense has, in my opinion, 
been overemphasized. The first need is a sound accounting system and the mat- 
ter of funding appropriations is a collateral matter. The Committee on Business 
Organization of the Department of Defense said in speaking of working capital 
funds on page 78 of its report “revolving funds buttressed by accounting systems 
which disclose full costs of operations, contribute to improved management 
control.” Consequently, in recommendation 17 of the Commission, the use of 
working capital funds was recommended wherever they would add to efficient 
management. 

Il have dwelt on this matter of working capital funds at some length because 
there has developed an ideological struggle for and against them. I believe this 
is unfortunate, I do not believe one can take a flat position for them under all 
circumstances or against their use under any circumstances and to place their use 
as a prerequisite to accounting improvement will impede progress. 

The position that the Government cannot adopt businesslike practices be- 
cause its problems are different was anticipated at the time of our report. In 
my opinion, the differences are attriibutable largely to a willingness in Govern- 
ment to go along without change. The same argument is used in business when 
changes are suggested. A frequent defense is that the particular business under 
consideration is unique and, consequently, business practices of demonstrated 
merit are of questionable utility. 

A good example of what can be done in the development of meaningful financial 
reports as an aid to management is found in the Atomic Energy Commission and 
I believe the committee would be interested to review the most recent financial 
report of the operations of the Commission. 

Very truly yours, 
J. Haroitp Stewart. 
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STATEMENT OF MAURICE H. LANMAN, JR., ASSISTANT GENERAL 
COUNSEL (FISCAL MATTERS); ACCOMPANIED BY HOWARD W. 
BORDNER, DEPUTY COMPTROLLER FOR ACCOUNTING POLICY, 
DEPARTMENT OF DEFENSE 


Senator Kennepy. We have just received the statement of the De 
partment of Defense on S. 3199. It has just been handed to me. 
None of us had had an opportunity to read it. Would you give me 
some idea—— 

Mr. Lanman. Senator, as explained yesterday, the breadth and 
scope of the bill and the short time involved prevented us from giv 
ing you the type of analysis that you asked for yesterday. We have 
done our best today to prepare a statement which, in the main, dis 
cusses the major issues raised in this bill. 

We have also brought with us, for purposes of inserting in the rec- 
ord, our detailed comments on Mr. Stewart’s report,* which are the 
official positions of the Department of Defense with respect to many 
of the items covered by this bill, and intend to put that in the record. 

(Comments of the Department of Defense on the task force report re 
ferred to were not entered in the record on this date. See p. 215. 

Mr. LanMan. We must say, however, that we have had no advice 
from the Bureau of the Budget or the P resident, with respect to ap 
proval of the comments whic h we have made on Mr, Stewart’s report. 

Senator Kennepy. When do you think you could get that / 

Mr. Lanman. I don’t know, sir. We have had no opportunity ac- 
tually to submit other than our report on the Hoover Commission and 
to ask for approval. 

Senator Kennepy. I am not taking exception to you personally as 
| understand you are overloaded with work anyway, but this Hoover 
Commission report has been before us for about 10 or 11 months. 1 
think it would be helpful to get the Bureau of the Budget and the 
Department of Defense and all other interested parties coordinated 
on a viewpoint which you could give us. We have some responsi 
bilities. We do not want to act without making sure that we have 
everybody’s viewpoint. 

Mr. Lanman. Mr. Chairman, our comments were delivered to the 
Bureau of the Budget in October 1955, 

Senator Kennepy. Have you heard from them on these comments ? 

Mr. Lanman. We have not had any official advices, sir; and on this 
particular legislation, we have not submitted anything to them, since 
we have been attempting to prepare our position for the purpose 
of submitting it to them. 

Senator Kennepy. Is that customary—the statement you sent in in 
October—to have not received any answer ? 

Mr. Lanman. Well, sir, as you pointed out, the Hoover Commis- 
sion report was a very br oad study and covered many complex sub- 
jects and our comments on them are substantial and complex. 

Senator Kennepy. Did you ask for or expect an answer back, or did 
you just send it in to them and then expect that they would get in 
touch with us? 

Mr. Lanman. IT am not thoroughly familiar with the procedure 
under which the Hoover Commission’s recommendations are being 


*Second Hoover Commission's Task Force Report on Budget and Accounting. 
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handled within the executive branch. I do know that we were asked 
for our comments and filed them and that we have permission to dis- 
cuss them so long as we make it clear that they have not been approved 
by the executive branch. 

Senator Kennepy. Well, we can talk this over when we get the rep- 
resentative of the Bureau of the Budget back up again. Will you go 
ahead, please. 

Senator Symineron. Mr. Chairman, may I make a request? T have 
to be at the opening of the morning session if I can, or very shortly 
thereafter, and this statement will take some 30 minutes to read 
and it might take longer than that. Would it be in order if I asked a 
couple of questions, please, on Mr. Stewart’s report ? 

Senator Kennepy. I think that will be helpful. After looking this 
over very completely, we might meet again on Monday and call you 
back to go over it in detail. We only have a very few minutes left. 
Perhaps the best procedure would be for you to go ahead, Senator 
Symington, and then have Senator Payne follow. 

Senator Symineton. Senator, would you yield? 

Senator Payne.. Yes. 

Senator Symincton. Would you give me your name again, sir? 

Mr. Borpner. H. W. Bordner. 

Senator Symrneron. How do you spell it? 

Mr. Borpner. B-o-r-d-n-e-1 

Senator Syminectron. You are what? 

Mr. Borpner. Deputy Comptroller for Accounting Policy. 

Senator Symineron. Accounting Policy? 

Mr. Borpner. Yes. 

Senator Syminctron. And you work for Mr. McNeil? 

Mr. Borpner. Yes, sir. 

Senator Syminoton. Have you anybody in your department named 
Lehrer ? 

Mr. Borpner. Max Lehrer? 

Senator Symrneron. How do you spell that? 

Mr. Borpner. L-e-h-r-e-r. 

Senator Symrneton. What is his position? 

Mr. Borpner. He is not in my division. 

Senator Symrneron. What is his title? 

Mr. Borpner. I am not certain—— 

Senator Symincton. Will you supply it for the record ? 

Mr. Borpner. Yes, we can supply it. (Title of Mr. Max Lehrer as 
supplied by Mr. Bordner: Director, Economic and International Se- 
curity Estimates Division.) 

Senator Symrneron. Let me ask this question. You heard Mr. 
Stewart’s testimony with respect to accrued expenditures? 

Mr. Borpner. I heard part. We came in during his testimony. 

Senator Symrneton. Well, as I understood it, the idea is that you 
only appropriate the money that you need to pay for what you get 
for the year in question and that you do not ask for the money for 
additional years. What do you think of that concept of a budget? 

Mr. Borpner. You are talking about a new concept of a basis of 
appropriations, an obligational authority which is not embodied in 
this bill. 








BUDGETING AND ACCOUNTING 91 





Senator Symineron. I am talking about his idea that the Depart- 
ment only ask for the money that it would pay out in the year in ques- 
tion for what it receives or what is in process of shipment. 

Mr. Borpner. We think that the idea has merit, if you accompany 
the idea of appropriations for accrued expenditures with the idea of 
obligational authority in terms of contract authority. 

Senator Symineton. What do you mean by what you just said ? 

Mr. Borpner. Well, in other words, that we buy so much material 
and we construct public works with a long lead time that we need 
financial authority from Congress as a basis to obligate. We couldn’t 
very well control our operations administratively, looking in advance 
to the future, without it. Neither could the Congress control it. So, 
you would have to have some supplemental advice, such as contract 
authority, to cover the financial—— 

Senator Symrneton. Mr. Stewart said he would agree to contractual 
authority as part of his plan. 

Mr. Borpner. Yes. 

Senator Symrneton. But, that he would only recommend that 
money actually be appropriated to take care of expenditures of the 
fiscal year in question. 

Mr. Borpner. Yes. 

Senator Symineron. Now, that is one and two. Do you have the 
contractual authority ? 

Mr. Borpner. That is right. 

Senator SyminetTon. But you only ask for and receive the money 
that you feel you would pay out for merchandise received in the year 
in question. What do you think of that plan? Would you be for it? 

Mr. Borvner. The idea has merit. 

Senator Symrneton. Would you be for it? 

Mr. Borpner. Yes, if it is carried out right. 

Senator Symineton. How do you mean if it is carried out right ? 

Mr. Borpner. If it is carried out with adequate planning and prep- 
aration for it, so that we do not have a period of chaos in getting 
started. 

Senator Symrneton. How are you going to have any chaos if you 
have a good plan? 

Mr. Borpner. No plan is any good unless it is carried out right. 
The administrative problems of carrying it out internally are so great 
that you need a certain period of preparation in order to shift over. 
That is all I meant. 

Senator Symineton. Mr. Bordner, I am only asking for informa- 
tion and I want to get your opinion and I respect your opinion. You 
say that the idea has merit. Then I asked if you are for it and you 
say, “Yes, provided it is handled properly.” Do you think it could 
be handled properly ? 

Mr. Borpner. Yes. 

Senator Symrneron. Would you recommend it as a procedure in 
the Department of Defense—would you recommend it to the Appro- 
priation Committees ? 

Mr. Borpner. We are willing to recommend it and have so indi- 
cated in this statement of the Department of Defense’s views, over 
Mr. Wilson’s signature addressed to the President. 


75661—_56——_7 
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Senator Symineron. Would you like to recommend it 

Mr. Borpner. We don’t think it is necessary. 

Senator Symincron. Why would you recommend it at all if you 
do not think it is necessary ¢ 

Mr. Borpner. We think it has certain merit, not as much as has 
been represented. We believe that it would have merit from the stand 
point of making clearer to the public, to everybody concerned, the 
nature of the carryover of funds. 

Senator Syminoron. Do you think it isa better system ? 

Mr. Borpner. It would cut down the carryover of funds, and the 
appropriations would be more in line with the expenditures from year 
to year, which are actually of primary attention in the balancing of 
the budget, year by year, anyhow. 

Senator Symrncron. Do you think it. would be a better system than 
the system you have or the system you have is a better system than 
the system recommended by Mr. Stewart ? 

Mr. Borpner. We can do the same thing within the system that we 
have now, as far as cost control and control over accrued expenditures. 

Senator Symineron. Then, what you are saying 

Mr. Borpner. We do not believe that as far as a margin of superi- 
ority is concerned, it is as great as has been represented, but there is 
some superiority to it. In fact, I would like to make the statement 
that Mr. McNeil prepared a memorandum on this subject for Senato: 
Byrd, as far back as January 1953, and made the first. proposal. 

Senator Kennepy. Do you have a copy of that memorandum ? 

Mr. Borpner. We will put it in the record. 

(The memorandum to Senator Byrd follows :) 








INCREASING CONGRESSIONAL CONTROL OVER EXPENDITURES BY ADOPTION OF AN 
EXPENDITURE BASIS FOR APPROPRIATIONS 


Many have expressed concern in recent years over possible weakness of con- 
gressional control over expenditures under the appropriation process. In one 
effort to strengthen its control over expenditures, Congress in section 638 of 
the Legislative Reorganization Act of 1946, set the annual task for itself of balance 
ing the budget of receipts and expenditures, or of authorizing in advance a 
specific increase in the Federal debt to finance the indicated deficit. This is not 
now being done, although the importance of the objective is generally recognized 

Because appropriations are made simultaneously in terms of both obligationa| 
and expenditure authority and because obligations (especially for construction 
and major defense procurement and production) are authorized by appropria- 
tions for as much as 2 or more years in advance of expenditures, there is often 
little relation between the amounts appropriated for any given year and the ex- 
penditures estimated for that year. To most people, this confuses the problem of 
balancing the budget of receipts and expenditures. 

Many legislators, as well as businessmen and other interested groups, have 
been concerned in the last 2 years over the effect on current expenditures of prior 
years’ appropriations. For example, for the fiscal year 1954, estimated defense 
expenditures are somewhat greater than appropriations requested for new obliga- 
tional authority, and there is a large carryover of unexpended appropriations for 
which obligations have been incurred requiring future expenditures. There is 2 

natural desire in Congress to review the current status of these unexpended 
balances, including unliquidated obligations, to see if it is possible to rescind any 
part thereof without impairing the effectiveness of planned programs. It is ex 
tremely difficult for the Congress to grapple with this problem in the absence 
of voluminous current data. These difficulties are inherent because of the fluid 
state of procurement actions from month to month, the relatively long periods 
of production and deliveries after contracts are placed, and the relatively long 
period required by the entire budget review process. Data on this subject would 
not only be expensive and difficult to prepare; it would become out of date almost 
as soon as prepared. 
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There is not a universal awareness that the budgeting and appropriation proc- 
ess is a continuing one, and that it is impossible to review programs from a finan- 
cial standpoint on the basis of one fiscal year at a time. In this respect the prob- 
jem is most acute in the area of construction, procurement, and production, where 
the lead time required between order and delivery is 2 or 3 years. A given annual 
budget should always require consideration of the impact on future years’ expendi- 
tures; it generally should involve consideration of current production and receipts 
of goods procured under prior appropriations with relation to current and future 
program requirements. Ourrent budgets, which are presented with emphasis on 
future obligational authority, do not now clearly exhibit expenditure forecasts. 
A more extended discussion of this subject is presented in appendix B. 

Neither is it always appreciated that some lead time in program planning is 
required in order to efficiently change the levels or volume of complex programs, 
especially with respect to procurement, production, and construction. 

In connection with appropriation acts for the fiscal year 1953, certain expendi- 
ture limitations were established; others were proposed but not established. 
These limitations might better have been in the form of appropriations from the 
standpoint of administrative economy and simplicity, although this would have 
required development of a new concept of the basis of budgeting for the Federal 
Government. 

There is set forth herein a proposal for consideration of an expenditure basis 
for appropriations with separate obligational authorizations for long lead-time 
expenditures for procurement, production, and construction. Some of the prob- 
lems are set forth—there may be others. ‘This is a complex subject in terms of 
congressional control, budget preparation and justification, financial administra- 
tion, and actual operations. Details have been omitted from this discussion in 
order not to obscure major features of such a plan. In considering any plan 
relative to congressional control over expenditures, it must be recognized there 
is no completely satisfactory answer to the question of tight congressional control 
on the one hand, and on the other hand, necessary agency operating, latitude to 
meet changing conditions during the ensuing budget period. 

There are those who will say that the addition of the concept of expenditure 
appropriations will not provide any additional congressional control over spend- 
ing—that Congress may and should carefully consider expenditures in advance 
when undertaking through appropriations to authorize both obligations and ex- 
penditures. There is considerable truth in that view. Yet the fact remains, 
under present methods, the translation and consideration of budgets in terms of 
estimated obligations, into expenditure estimates are not fully understood, except 
by a limited number of people ; and in the confusion, inadequate attention appears 
to be given to expenditure effects by fiscal vears. If there is any merit in the 
proposed change in the appropriation basis from the standpoint of substantially 
clarifying and improving budget estimates (including expenditures) and the proc- 
ess of their review and evaluntion, the change should be considered. 

Appropriations in terms of expenditures, rather than obligations, are not new. 
The British have long employed that basis, and in the process have not exercised 
formal legislative control over obligations. Long experience in the United States, 
however, is generally convincing as to the need here for formal control over all 
obligations having a major impact on future years’ expenditures. 

It would be a disservice to the Congress if greater emphasis on expenditure 
budgets, and the making of appropriations in terms of expenditure, were to 
result in inadequate attention to and concern for obligational control of con- 
struction, procurement, and production. Past experience with the use of separate 
contract authorizations, without simultaneous provision for funding the expendi- 
tures thereunder to be incurred in future years, indicates the danger of the Con- 
gress adopting a lax attitude in considering long-term obligational authority alone 
and putting aside concern over the future expenditures. 


OUTLINE OF CONCEPT 


1. Good budgeting and planning starts with the determination of clear objec- 
tives as to the programs to be pursued, including rough evaluation of their cost as 
well as need. These determinations should be projected as far in advance as 
feasible, covering more than the next fiscal year. Changes should be made from 
time to time as basic conditions Change. For example, in the military depart- 
ments these basic determinations involve strength and composition of forces 
together with possible deployment and utilization, degree of modernization of 
equipment, levels of mobilization reserves of materiel, etc. 
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2. Based upon these determinations, more detailed determinations of certain 
basic long-term needs to carry out the program are required. For example, in 
the Military Establishment, these include construction of public works, ship con- 
struction, aircraft procurement, etc. 

3. Upon the basis of these plans, annual budgets should be prepared in two 
basic parts, namely : 

(a) Estimates of obligational authorizations required for all construction 
and procurement or production of major items to be undertaken beginning during 
the year, whether or not completed during the year or having a lead time of more 
than 1 year. Possibly such estimates should also include research and develop- 
ment work, because most of it is also of a long-term character. This part of the 
budget should also embody data on obligational authority previously granted to 
the extent expenditures have not been made. (See exhibits 1 and 2, appendix A.) 

(b) Estimates of expenditures, separately divided between (1) those related 
to the obligational authority for construction and procurement or production of 
major items (see exhibit 3) ; and (2) those concerned with administration, opera- 
tion, and maintenance, which are essentially of a short-term character and 
controllable on an annual basis. (See exhibit 4.) 

That part of the budget concerning construction, procurement, and production 
is analogous to a budget for capital expenditures, as the term is employed in 
business enterprises. 

More information with respect to the possible form of presentation of these 
estimates is furnished in appendix A. 

4. Obligational authorization for construction, procurement, and production of 
major items (and possibly research and development) should be separately pro- 
vide for the required lead-time. This budget would be separately justified, 
administrativey controlled, and accounted for based upon present concepts of 
control and accounting for obligational authority. The estimated and actual ex- 
penditures related to such authorizations, both with respect to past and future, 
would receive particular specific attention. 

5. That portion of the expenditure budget relating to construction, procure- 
ment, and production (and possibly research and development), subject to sep- 
arate obligational control as set forth in paragraph 4, would be estimated, justi- 
fied, authorized, controlled, and accounted for in conjunction with the related 
obligational authority. Necessarily, such expenditures would be based upon 
amounts payable to contractors for materiel or work as delivered or completed, 
or upon advance and progress payments when required by contracts. Produc- 
tion in Government-operated plants would be financed under revolving funds 
pursuant to production orders in a manner similar to contracts with private man- 
ufacturers, in order to aid in achieving advantages of the most business-like 
methods of operation. 

6. That portion of the expenditure budget relating to administration, opera- 
tion, and maintenance would be estimated, appropriated, controlled, and ac- 
counted for generally in terms of accrued (applied) costs of services rendered and 
supplies consumed plus costs of increases in inventories of supplies (or minus 
costs of decreases in inventories). This basis would be equivalent on the whole 
to accrued or true expenditure ; it would differ from the present basis of obliga- 
tions incurred in the operating area only by the elimination of increases or de- 
creases in supplies and services on order (see par. 7). However, in divid- 
ing such expenditure budgeting and accounting between applied costs and 
changes in inventory or stock levels, a new control point is added with respect 
to inventories, and it is made possible to more accurately estimate and to closely 
scrutinize budget estimates and actual performance in the administrative or 
operating area. Revolving stock funds would be used to finance common items 
of supplies chargeable when consumed to more than one appropriation. 

7. It would be necessary for the Congress to provide each department or agency 
with authority to incur obligations for administration, operation, and main- 
tenance as required to carry out the programs authorized for the ensuing budget 
year. While in the main, these required obligations would be the same as the 
budget estimates of expenditures, certain lead-time is required in placement of 
procurement contracts for operating and maintenance supplies and contracts for 
maintenance work for delivery or performance during a relatively short period 
after the end of the ensuing budget year. The budgets for expenditures for ad- 
ministration, operation, and maintenance, should be supplemented by estimates 
of requirements for such additional obligational authority which will result in 
expenditures in the fiscal year following the ensuing budget year. 
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8. The reporting of Government fiscal operations would be extended and 
made comprehensive to embrace all the operations of the departments and 
agencies of the Government. It would include the Treasury fiscal operations, but 
would not be confined thereto. In the process, expenditures would include not 
merely checks issued or paid, as the meaning of the term is now limited in the 
Treasury Daily Statement, but also liabilities for goods received and services 
rendered but not yet paid for, as reported by the departments and agencies. In 
addition, appropriation reimbursements would include not merely cash receipts, 
but amounts due and not yet collected, as reported by the departments and 
agencies. Moreover, the consolidated and agency financial statements would 
show the costs of inventories of stocks on hand of materials, supplies, and other 
goods acquired from appropriated funds for consumption or sale. These addi- 
tional data are required in financial accounting in the departments and agen- 
cies for purposes of control; much of it is already available but is unused in 
overall Government reports. Indeed, it is important to recognize the impracti- 
cability of the agencies controlling their expenditures in terms of checks drawn 
on the Treasury, or checks paid by the Treasury. Moreover, it would be un- 
desirable for the Congress to attempt to control expenditures in such terms 
rather than true expenditures; to do so would invite manipulation by the agen- 
cies to increase or decrease their apparent expenditures in any year merely by 
deferring payments of their bills from 1 year to another. 

9. In order that Congress, especially through its committees may give more 
attention to long-term fiscal planning, Government budgets should include con- 
tinuous, revised budget estimates for 2 years beyond the fiscal years for which 
appropriations are requested. 

10. It would be desirable that all obligational authorizations and appropri- 
ations be of a continuing nature in order to simplify administration and ac- 
counting. In order to provide satisfactory congressional control such authoriza- 
tions and appropriations would be accounted for as follows: 

(a) Unexpended balances of appropriations for administration, operation, 
and maintenance would be determined by each agency at the end of each fiscal 
year, with inclusion of uncollected accounts receivable for reimbursements and 
deduction of accounts payable and other current liabilities for goods received 
aud services rendered. Ninety days to six months might be allowed for this 
procedure. The amount of such unexpended balances would lapse, but the bal- 
ances of the Treasury “cash” accounts, accounts receivable, and current liabili- 
ties for each appropriation account would be carried forward into the next year 
and combined with that year’s related appropriation accounts. Wach agency 
would make corrections in accounts receivable and current liabilities as they are 
settled, and determine thereby adjustments of the unexpended balances of the 
‘Japsed” appropriations. Any accounts or claims not settled within a period 
of 2 years after the fiscal year of an appropriation would be canceled and made 
subject to settlement under the usual claims procedures. These procedures 
would avoid any carryover of funds for actual expenditure in a subsequent 
year—the same result as with annual appropriations. 

(0) Unobligated balances of obligational authorizations and unliquidated 
obligations for goods on order would be carried in continuing accounts without 
lapsing, provided, however, that the annual additions to such obligational 
authorizations would be made only after an ennual justification and evaluation 
by the Appropriations Committees of the then-current status of such authoriza- 
tions. This review would be made simultaneously with, and as a part of, the 
review of the entire programs, including those proposed for the ensuing fiscal 
year for which new authorizations are requested and the balance of the current 
fiscal year. In this way, any indicated excesses would be rescinded, in effect, by 
deduction from the gross obligational authority requested, leaving the authorized 
additions for the ensuing fiscal year stated in a “net” amount. 

(c) Similarly, unexpended balances and accounts payable under appropria- 
tions for expenditures for construction, procurement, and production, would be 
carried forward at the end of each fiscal year into the next year’s account. More- 
over, the-annual review of the budgets for these expenditures would also include 
a review and evaluation of the unexpended balances of the current fiscal year in 
conjunction with the evaluation of projected estimates for the ensuing fiscal year 
in the light of actual and scheduled deliveries of major items or construction 
performance, with the end of making “net” appropriations for the ensuing fiscal 
year after deduction of any excessive balances of unexpended appropriations for 
the current year. In addition, each agency would be allowed only 2 years after 
completion (acceptance of delivery) of any contract to effect final settlement; 
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any unpaid balance on such contracts carried in the accounts of the ageney would 
lapse at the end of each fiscal year, and the claims thereafter would be subject 
to settlement under the usual procedures. 

(ad) All unobligated, unexpended balances of appropriations “lapsed,” as pro- 
vided in (a) above, would merely be cancelled (figuratively described in the past 
as returned to the surplus fund of the Treasury). Any unpaid balances of 
accounts payable or similar claims, determined pursuant to (@) and (c) above 
would be transferred to the Treasury account for the settlement of certified 
claims. 

11. Revolving funds, including funds of Government corporations, present 
a special problem in control, They would be much simpler to understand and 
control if their financial transactions were not consolidated with those under 
appropriated funds. Congress should expect to control these operations through 
expenditure appropriations for increases in required capital and reimbursements 
for losses, if and where authorized, recognizing that obligational authorizations 
and expenditure appropriations of the various “customer” agencies provide a 
control over the costs of goods or services provided through the operations of such 
funds. Gains, if any, should be required to be transferred to the Treasury as 
receipts. Consideration should be given to eliminating loans to Government 
eorporations from the Treasury and providing the required capital only by 
appropriation. Excess capital as it is determined should be returned as Treasury 
receipts. An additional type of control (analogous to contract authorizations) 
in the form of limitations of loans committed and outstanding, or inventories on 
hand and on order, might be desirable, to the extent it can be established without 
destroying necessary administrative flexibility. However, on this basis, ex- 
penditure appropriations still would not cover the turnover in revolving funds 
of accounts receivable, loans, and inventories acquired for resale (rather than 
use); but there is no good reason why they should be; and to establish such 
control would be incompatible with the reason for the existence of revolving 
funds. 

12. The question of classifications of accounts for appropriations and budget 
activities is very much at issue in consideration of any plan for improved con- 
gressional control. Furthermore, considerable improvements in classification 
are necessary to facilitate more intelligible presentation of budget estimates and 
financial reports in terms of the programs, functions, and activities of the several 
agencies. It is believed that a better classification of programs, functions, and 
activities, and the special emphasis proposed for construction, procurement, and 
production, would permit the reduction of the number of appropriations and the 
utilization of informal and flexible controls of expenditures between subclassi- 
fications by the Appropriations Committees and the Bureau of the Budget in the 
manner presently followed. 

13. This plan recognizes that responsibility for exercising financial controls 
over obligations and expenditures, pursuant to congressional authority, rests 
in the respective departments and agencies, subject to the overriding supervision 
of the President of the United States with the assistance of the Director of the 
Bureau of the Budget. In this respect, it is already generally recognized that the 
Treasury is unable to, and does not in fact, control expenditures through its 
position as the banker for the departments and agencies. 

14. From the standpoint of congressional control, the plan would not be com- 
plete without reeognition of the requirement for audits by the General Account- 
ing Office of the operations, accounts, reports, and methods of financial control 
of the departments and agencies. This type of auditing must be performed 
in the offices of the departments and agencies—old-fashioned methods of audit- 
ing accounts of disbursing officers are inadequate. The General Accounting 
Office has already adopted substantially such a view, and terms the new ap- 
proach to auditing, “comprehensive audits.” Neither would the plan be com- 
plete without providing for greater congressional attention, through its com- 
mittees, to what is currently happening in the departments and agencies, 
especially as disclosed by their reports and the General Accounting Office. In 
this connection vastly improved reporting is a prerequisite. 


CONGRESSIONAL ACTIONS 


Congressional actions which would provide the basis of financial control would 
include the following: 

1. The Appropriations Committees of the House and Senate would continue 
to review the budget estimates, submitted with all appropriation bills, in terms 
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of obligations as well as expenditures upon the basis above outlined. This is 
a basic feature of financial control of expenditures by the Congress. It is 
hoped, however, that improved budgets and reports, together with improved 
financial administration in the departments and agencies, might facilitate and 
shorten the review process. 

2. Each annual, supplemental, or deficiency appropriation act would be divided 
into 2 parts, corresponding to the 2 parts of the budget previously described, as 
follows: 

(a) Part I would consist of obligational authorizations in addition to those 
previously granted, for contruction, major procurement, and production (and 
possibly research and development). It would authorize the incurring of all 
obligations of this character, both long term and short term, to carry out the 
programs approved for the specific department or agency. This part would 
not cover provision for financing the contracts. This part of the act might also 
be used to provide authority to incur obligations under the programs for ad- 
ministration, operation, and maintenance during the budget year (see par. 7, 
p. 4). 

(b) Part II would provide appropriations in terms of expenditures, on the 
basis hereinbefore outlined, in two subdivisions, as follows: (1) Expenditures 
for the fiscal year under all long term contracts placed in previous years and 
all contracts placed during the same fiscal year, pursuant to obligational au- 
thorizations for construction, procurement and production (and possibly research 
and development) (see pt. I); and (2) expenditures for the fiscal year for 
administration, operation, and maintenance. 

8. The Congress would continue to exercise additional expenditure control 
through such specific, continuing, basic laws as the Antideficiency Act. 

4. The congressional Committees on Appropriations and Expenditures (Gov- 
ernment operations) would continue to review the operations of the departments 
and agencies (see par 14.) 

PROBLEMS 


As will doubtless be appreciated, there are many complicated problems re- 
quiring investigation and resolution before deciding to embark on some such 
plan as outlined. This probably cannot be done in less time than a year, and 
it would take longer if there is not great pressure. Implementation of such 
a plan would take a longer period. 

Some of the major problems involved in this plan are set forth below: 

1. Difficulty of estimating expenditures for construction, procurement, and 
production. This has heretofore been considered the major stumbling block in 
establishing expenditure limitations or controls. It has been extremely difficult 
to estimate in advance with any degree of accuracy and in specific terms what 
contracts will be placed in any year. [It is much more difficult to forecast ex- 
penditures by each budget activity—present estimates of total expenditures for 
any individual budget activity tend to be misstated. It is extremely difficult to 
predict specific delivery schedules of items which are subject to the performance 
of a myriad of contractors and to the consequences of contingencies such as the 
recent steel strike and to satisfactory chain performance by subcontractors, such 
as machine tool manufacturers. Not the least of the problems in long-term fore- 
casting of deliveries are those resulting from the necessity of planning for pro- 
curement of items not yet developed or designed, and the production delays which 
follow the general policy of not freezing specifications long enough to get pro- 
duction yolume. Moreover, many major producers require advance and progress 
payments related to their financial outlays under their contracts, rather than 
to deliveries—the relative extent of such payments is difficult to forecast. How- 
ever, in this respect the Department of Defense has made great progress in 
improving projected detailed delivery schedules by major items as a basis for 
estimates of contract requirements. It would require study of the feasibility 
of the problem of adapting these data to forecasting expenditures by fiscal year 
before being sure of the absolute feasibility of the plan. It is, of course, imprac- 
ticable to make these estimates for all items of material; only the major items 
can be considered individually—all others must be lumped, at least by categories, 

2. The technical format of budget estimates and accounting reports, for pres- 
entation to the Congress for the purposes of justifying requests for obligational 
authority and expenditure appropriations, would require development. This also 
is required in order to permit intelligent appropriation action. 

3. There would be a considerable change in administrative practices in 
budgetary control and accounting, as well as in preparing budget estimates. 








98 BUDGETING AND ACCOUNTING 


Some of these changes would require time to consumate. It would be necessary 
to make these changes on a continuing and progressive basis. These matters 
involve Treasury accounting and reporting, as well as agency. practicés, such 
as appropriation and allotment accounting and reporting, financial accounting 
for inventories of materiel, and accounting for accounts payable for expendi- 
tures and accounts receivable for reimbursements. However, these improve- 
ments are all long overdue. In this connection, the greatest administrative 
problem would concern the control of spending under long-term contracts for 
construction, procurement, and production. Ill-timed or unduly complex changes 
in methods of financial control over procurement might disrupt procurement 
progress or result in higher prices to the Government. 

4. A program of education would be required both in the executive and 
legislative branches of the Government if the system were to be intelligently used. 

5. The precise language to be recommended for use in appropriation bills 
would require study, especially with reference to obligational authorizations 
and the appropriation classifications. 

6. Extensive changes (or a blanket change) in a myriad of related general 
statutes would be required. 


PROCEDURE 


If such a proposal is considered worthy of further exploration, the Comptroller 
General and the Director of the Bureau of the Budget might be asked to explore 
it in collaboration with such congressional committees and major executive 
agencies, as may be deemed desirable, for the purpose of determining its feasi- 
bility and desirability, and recommending a further course of action. If found 
to be feasible and desirable, sulution of the problems involved therein might 
be worked out by the same group. 


APPENDIx A 


There are attached hereto 4 exhibits which roughly illustrate 1 possible form 
of summarizing the presentation of budget data under the proposed plan for 
making appropriations on the basis of expenditures and separating obligational 
authorizations for construction, procurement, and production. 

Exhibit 1 sets forth data with respect to the status of obligational authoriza- 
tions for construction, procurement, and production carried over from the last 
complete fiscal year and authorized in the current fiscal year not yet expired, 
with estimates for additional authorizations required for the ensuing fiscal year 
and estimates of contracts and orders to be placed in the current and ensuing 
fiscal year. It is assumed that no authorizations will be requested for contracts 
or orders to be placed beyond the end of the ensuing fiscal year; such requests 
would be made in connection with the next year’s budget. Further information 
relative to the basis of obligational authorizations and accounting therefor is 
contained in pages 3 to 6 of the outline of the proposed plan. In particular, see 
paragraphs 8 (a), 4,5, and 10 (b). 

Exhibit 2 sets forth related actual and estimated data on contract authoriza- 
tions with respect to the status of unfilled contracts and orders placed for 
construction, procurement, and production. Exhibit 2 (and also exhibit 3) should 
be reviewed in conjunction with exhibit 1. Together they provide a complete 
budget for what might be termed “capital expenditures” in business enterprise. 

Exhibit 3 sets forth related actual and estimated data for expenditures for 
construction, procurement, and production in relation to appropriations carried 
over from the next to the last complete fiscal year, appropriations in the current 
fiscal year not yet expired, and appropriations requested for the ensuing fiscal 


year. 

Exhibit 4 sets forth actual and estimated data on appropriations and expendi- 
tures for administration, operation, and maintenance for the last complete fiscal 
year, the current fiscal year not yet expired, and the ensuing fiscal year. Further 
information is contained in pages 3 to 6 of the outline of the proposed plan. In 
particular, see paragraphs 6 and 7, page 4, 

Exhibit 5 is a sample worksheet which might be used to provide supporting 
data for exhibits 1 to 3 inclusive, with reference to each of the major items to 
be procured involving a significant amount. A similar worksheet for construction 
projects could be readily devised. 

Exhibit 6 shows the format of balance sheets setting forth the assets and 
liabilities of each appropriation account at the end of a fiscal year. Interim 
balance sheets during a fiscal year would be slightly more complex as required 
in order to provide certain necessary budget controls. 
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EXHIBIT 6 
DEPARTMENT OR AGENCY 
BALANCE SHEETS OF APPROPRIATED FUNDS 


Fiscat YEAR END 


DESCRIPTION 
Appropriations 
(Use as many columns as 
necessary, 1 for each) 
Assets (excluding inventories) : 


Undistributed balance in Treasury-_.__...-.~-.4.-2...6 222 pgp -—- 


Accounts receivable for reimbursements : 
Intradepartmental_____------------~---------------- -- eS 
Interdepartmental_____.---------------—--+----+----. --------------.- 


NE OG a ei ccinsitecncienabllat inchs teas snctil en ntiyipiipaieig enlipetal Dictate | svete ten < 


Liabilities : 
Accounts payable and accrued expenditures : 
I I oleate eg iid lees becctncneomita ment penton 
RTT niicicscccctninthe ekntcnecthenbed- qebeaepchsmnn | brniemabpemmaunigen ae 


Unexpended balance carried forward to next year (ap- 
plicable only for construction, procurement, and produc- 
CE isa dieccctecsnsctetnnde wn ssnli cs tensa essen th sn istnicd bed alban toleration degredeetininshsatendipimnice 


Unbilled balances of contracts and orders placed (including 
od ED oc icc i oh tase ete ect ekicdon... 


Nore.—Inventories of materials and supplies financed un- 
Gor DEPOTS: COT OPT I oie dt eines leet nicmemaniogen~- 


APPENDIx B 
IMPORTANCE OF PRODUCTION LEAD TIME IN BUDGET CONSIDERATIONS 


Present budgets fail to indicate clearly the scope and financial activity of 
the budget programs carried on in a given fiscal year ; moreover in their present 
form, they tend to obscure the true annual costs of program performance and 
the financial impact of budget programs upon the Federal budget. This is so 
largely because of the current practice of presenting budget programs on the 
basis of obligations, with the result that very little attention is given to pro- 
gram expenditures. 

It needs to be recognized that annual budget programs—especially those 
of a long-term character such as major procurement production, and construc- 
tion—cannot be appraised properly from a financial standpoint solely in terms 
of obligations. A good appraisal of these programs can be made only in terms 
of their expenditures, and adequate consideration of expenditures requires that 
these programs be viewed on the basis of 2 and 3 years at one time. This is 
necessary because appropriations generally are not expended until deliveries 
are received (except as contractors require progress and advance payments to 
finance production), and it takes as long as 3 years for many items to be delivered 
after they are ordered. 

The long lead time inherent in the production of most types of military equip- 
ment is largely responsible for this situation. Lead time influences delivery 
schedules perhaps more than any other factor. It plays a dominant role in 
the programing of all military procurement determined to be required ; and it is 
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the greatest single factor responsible for delaying the expenditure of appropria- 
tions. 

Lead time, after contracts are placed, in the production of such eomplex items 
as planes, tanks, ships, and guns includes the time a contractor must devote 
to redesigning components for production, making drawings, designing tools, 
laying out production lines, setting up sources of supply, ordering and obtain- 
ing delivery of materials, components, and manufacturing tools and equipment, 
and even to hiring personnel. Sometimes it may include time required in 
original design of some components. It is a eommon practice to give only per- 
formance specifications of components and require the manufacturer to de- 
velop the item. Moreover, frequent changes in specifications of components 
during production are common. Lead time also includes the time required 
by the mills to roll, shape, or fabricate the metal ordered by the contractor 
and the time of subcontractors in producing and furnishing components or sub- 
assemblies. All of these steps are time consuming. A few can and are per- 
formed concurrently, but most of them occur in sequence. 

Changes or disruptions in any link of this complicated chain of operations 
can result in interminable confusion and delayed deliveries. For continuing 
production there must be kept filled a pipeline of components, parts, and materials 
adequate to sustain the scheduled production of end products. For this reason, 
deliveries of long lead-time items must be carefully planned many months in 
advance. Contractors and subcontractors must make similar plans. The devel- 
opment of delivery schedules requires consideration of priorities, military pro- 
duction capacity of industry, estimates of contractors’ engineering and produc- 
tion lead-time, as well as estimates of available materials, tools, plants, and man- 
power over a 2- or 3-year period. Despite the most carefully laid plans, such 
unforeseen things as labor strikes, work stoppages, shortages of critical mate- 
rials, changes in production specifications, and even changes in military priorities 
cause frequent revisions in delivery schedules. 

The lead-time required for most military items is longer today than ever 
before in the history of military procurement. The complexity of military 
equipment and the heavy procurement demands placed on a partially mobilized 
industrial base are largely responsible for this situation. 

Today’s equipment is far more complex than any heretofore and requires con- 
siderably longer engineering and production periods—for example, some modern 
fighter aircraft require 20 times more engineering time than their World War ITI 
counterparts. Moreover, this equipment is becoming increasingly more com- 
plex each day through the introduction of the latest technological improvements 
into production designs. The imposition of heavy military requirements on a 
partially mobilized industrial base—one continuing to produce large quantities 
of civilian goods—also has added heavily to the lead-time required. Again, 
under the policy of expanding the industrial base, with procurement being placed 
with several and more contractors, it is not always possible to obtain the short 
lead-time benefits characteristic of mass production. 

Because this lead-time usually extends over a considerable period, most of the 
major items of military equipment must be ordered 2 or 3 fiscal vears before 
they are scheduled for delivery. The prime contractors and their subcontractors 
must have firm contracts as a basis for making their commitments and under- 
taking production. Such firm contracts cannot be placed except as authorized 
by the Congress under the appropriation process. This lag time between orders 
and deliveries causes a similar lag in expenditures after obligations are incurred. 
Except as advance and progress payments are made to contractors to aid in 
their financing, it can be said that obligations represent contracts placed and 
expenditures represent deliveries received. 

It is important to recognize that the lead-time involved in major procure- 
ment, production, and construction programs has the effect of deferring a con- 
siderable part of the expenditure impact of these programs to 2 and 3 sub- 
sequent years. It is important also to recognize that this deferment results in 
lengthening the budget cycle for these programs so that as many as 3 fiscal years 
overlap. Hence, the expenditure impact in a given year is not just the expendi- 
tures to be made under current budget programs, but rather the cumu'ative sum 
of all expenditures to be made in that year under the active budget programs of 
at least 3 fiscal years—those of the 2 preceding fiscal years and those of the 
current fiseal yar. 

From the standpoint of the Government’s financial program (the balancing 
of the budget of receipts and expenditures) and congressional control of expendi- 








106 BUDGETING AND ACCOUNTING 


tures, it is important for this 3-year period to be viewed as a single time span in 
considering annual budget programs. This is especially important because con- 
trol of expenditures is exercised best through control of obligational authority 
(appropriations or contract authorizations). 

Appraisal of these programs, once they are established, requires answers to 
such questions as: 

(1) How much of the unexpended balances (unfilled contracts represented by 
equipment in various stages of engimeering and production) of prior years’ 
appropriations will be expended in the current year? How much in each sub- 
sequent year? 

(2) How much will be expended in the current year under new obligational 
authority requested in the current budget? How much in each subsequent year? 

(3) How much will be expended under future budget programs in the same 
future years as overlap those affectd by (1) and (2) above? 

The answers to these questions would rqeuire : 

(1) Analysis of the status of all items on order to determine the quantity 
and unit cost of items to be delivered in the current year and each subsequent 

ear. 
* (2) Determination of the impact of expenditures for these deliveries by fiscal 
years, considering advance and progress payments, where anticipated. 

(3) Appraisal of available production capacity in light of (1), above, and 
other possible sources of supply, for the orders to be placed in the current year; 
and determination of the quantity and unit cost of the items to be delivered 
and year of delivery. (Expenditures for these dliveries to be made from appro- 
priations requested in the current budget.) 

(4) Estimates of additional future program requirements, after consideration 
of available production capacity and contractors’ abilities to deliver the items 
required; and determination of the quantity and unit cost of the items to be 
delivered, including year of delivery. (Expenditures for these deliveries to be 
made from appropriations to be requested in future budgets. ) 

(5) Estimates of upward or downward adjustments in prices of contracts 
(both contracts already placed and those to be placed) by fiscal year of expendi- 
ture—these estimates should cover the same number of fiscal years as other 
estimates. 

The sum of the expenditures estimated for each fiscal year, as developed from 
the above analyses represents the total estimated expenditure impact for each 
of those years. This appears to be more mathematical than actually is the case. 
These estimates are the results of a continuous cycle of planning, programing, 
scheduling, adjusting and balancing of mutually supporting requirements with 
the production capabilities of industry. Each program supports the others and 
a balance is maintained in the proportionate effort that each bears to the whole. 

The effect of lead-time upon appropriation expenditures is illustrated in the 
attached chart. 

Although the aircraft procurement program illustrated in the attached chart 
is a hypothetical one, it is fairly typical of the financial activity of long-term 
military procurement, production, and construction programs for which the bulk 
of military dollars are spent. The expenditure activity of this»program exem- 
plifies the impracticability of viewing armual programs, from a financial stand- 
point, on the basis of obligations and on the basis of 1 fiscal year at a time. 
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Senator Syminoton. Let me ask this question. I want to be sure 
I understand. You are willing to put this in but you think the pres- 
ent system you have does the job? 

Mr. Borpner. Yes. 

Senator Symrineton. Is that true? 

Mr. Borpner. Yes. 

Senator Symineron. If you put this system in it would require a 
great deal of work, would it not, in changing the policies of the De- 
partment, and a great deal of man-hours? 

Mr. Borpner. Yes, but there are other changes that are being made 
now in the same direction. 

Senator Symrneron. Let me ask the question and you answer it, 
because we do not have too much time. 

Mr. Borpner. Yes. 

Senator Symrneton. Then if the present system works as well as 
the system proposed and the system proposed would require a great 
deal of money and time to put in, what you are really saying is that 
you would rather stay with the system you have now, would you not ? 

Mr. Borpner. Well, if you would qualify the present system with 
improvements, such as we propose in this bill—— 

Senator Symincton. You would like some improvements? 

Mr. Borpner. We need improvements within the present system. 

Senator Symineron. Now, let me go back to this question of con- 
tractual authority as against expenditures. We talk a lot about ap- 
propriations and about the ability to shorten lead time. Would one 
of the disadvantages of the system recommended by Mr. Stewart be 
that you could not reduce your appropriations on the basis of theoret- 
cal reductions in lead time? 

Mr. Borpner. I do not know what effect it would have on lead time. 
I do not think it has anything to do with it. 

Senator Symineron. If you have appropriations only for the money 
es are going to spend and you cut your rie, oy in 1956 or any particu- 
ar year by shortening the lead time, you could not do that as a method 
of balancing the budget, for example, if you did not have any lead 
time to shorten. Is that a fair statement? 

Mr. Borpner. No, I do not think it is. 

Senator Symineron. I want to know—I am asking for information. 

Mr. Borpner. I think it should be recognized we already budget 
on the basis of expenditures, although Congress does not control] on 
the basis of expenditures and, as you know, the balancing of the Fed- 
eral budget, or the determinations of the annual surplus or deficit, are 
made on the basis of expenditures. 

Senator Symrnoton. That is right. 

Mr. Borpner. And there is a great deal of informal internal con- 
trol over the rate of expenditures which affects the scheduling of work 
under contracts and all that sort of thing, so that once the executive 
branch of the Government and the Secretary of Defense have made 
commitments as to what the level of expenditures is going to be for 
defense for a year in advance, everything has to be done that is neces- 
sary administratively to hold these expenditures within that line. 

Senator Syminoron. Let me ask the question in a different way and 
then one more question and I am through. I am grateful for your 
kindness and consideration. In 1953, the budget was heavily cut in 
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the Department of Defense, some $7 billion, including 5 billion out 
of the Air Force, as I remember, in about April or May of 1933, going 
into the 1954 fiscal setup. 

Now, at that time, much of that cut was justified on the basis that we 
were reducing lead time, inasmuch as obligational authority beyond 
the year in question was considered part of your obligation. Now, that 
is again being done this year, as we understand it. You are reducing 
the ‘ead time again and | thought both times we have used the expres- 
sion, “one-shot lead time reduction.” 

My point is that you would eliminate that automatically would you 
not, 1f you followed Mr. Stewart’s concept and said that you were going 
to have contractual authority but you would only actually ask the Con- 
gress for the money that you expected to spend in the year in question 
and at the last part you had to come in for supplemental, that would 
be an addendum tothe plan. Does that make sense ? 

Mr. Borpner. Well, I do not think that I should attempt to answer 
the question for the Assistant Secretary of Defense Comptroller be- 
cause the budget end of the business is not my side of it, and I am 
not familiar with the budget action in 1953. 

Senator Symrneron. Do you think he is in position to answer 4 

Mr. Borpner. As far as the 1953 actions are concerned, I am not ac- 
qainted with that. 

Senator Symrneron. Do you think that he would answer it for us? 

Mr. Borpner. I assume so. 

Senator Symrneron. Is it a matter of policy ? 

Mr. Borpner. I do not know. 

Senator Symrnron. Would you ask him to read the record and 
furnish the chairman and the subcommittee an answer to the question ? 

Mr. Borpner. Yes. 

(The information requested follows :) 


ADJUSTMENTS TO DEPARTMENT OF DEFENSE BuDGET REQUESTS FOR FISCAL YEARS 
1954 AND 1957 


The initial fiscal year 1954 budget request for the Department of Defense sub- 
mitted to the Congress in January 1953 called for total new obligational authority 
of $41.3 billion—$12.1 billion for the Army, $11.4 billion for the Navy, $16.8 billion 
for the Air Force and $1 billion for interservice activities. In early May 1953, 
after 38 months of intensive review of these budget requests, revised estimates for 
fiscal year 1954 were submitted to the Congress. These called for total new ob- 
ligational authority of $36 billion—$13.7 billion for the Army, $9.7 billion for the 
Navy, $11.7 billion for the Air Force, and $1 billion for interservice activities. 
The Congress provided $34.5 billion—$13 billion for the Army, $9.4 billion for 
the Navy, $11.4 billion for the Air Force, and $.8 billion for interservice activities. 

Reduction in procurement lead time was only one of the factors, although a 
very important factor, in revision of the fiscal year 1954 budget request. The 
basis of the revisions was outlined in Secretary Wilson’s testimony in May 1953 
before the House Appropriations Committee as follows: 

“Our intensive study of the requirements of the Department of Defense, taking 
into account appropriations that had already been made, led us to the conclusion 
that significant reductions could be made in the fiscal year 1954 Defense budget 
by institution of more realistic requirements, better planning, and more efficient 
utilization of manpower and other resources. Our review quickly indicated that 
the provision of equipment, the construction of bases, and the training of per- 
sonnel were out of phase in some respects. By careful balancing of equipment, 
facilities, and manpower, improved military strength could be achieved on a 
common front without spending quite so much money. Our review also, made it 
perfectly clear that the military forces and stocks of mobilization reserves which 
previously had been held out as a goal could not be attained within the time 
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contemplated and within the concept of a reasonable balance between Federal 
expenditures and revenues.” 

Somewhat more detail on the budget adjustments were contained in the state 
ment of the Assistant Secretary of Defense (Comptroller) before the same com- 
mittee, as follows: 

“In comparing the present request of $36 billion with the = 3 billion request 
submitted in January two important differences must be noted 

“(1) The current request provides for equipping and’ maintaining an increased 
number of ROK divisions in fiscal year 1954. 

“(2) The current request provides financing for continuation of combat con- 
sumption in Korea throughout all of fiscal year 1954. As a consequence, advance 
financing is provided for the estimated combat consumption of supplies and equip- 
ment during fiscal year 1954, with ammunition financed for an additional 9 
months of lead time into fiscal year 1955—6 months at combat consumption rates 
and 3 months additional lead time phased down to sustaining rates. Funds are 
also provided in advance for combat-duty pay and other additional personnel 
and operating costs arising from combat operations. 

“In contrast, the budget request submitted in January 1958 did not make full 
advance provision in all areas for additional operating costs that might result 
from continuation of combat operations in Korea during fiscal year 1954. In the 
specific case of ammunition, the January budget request covered combat con- 
sumption rates through December 31, 1953, and it was stated in the budget docu- 
ment: 

““Additional funds may be required for fiscal year 1954 to cover the 
combat consumption and attrition of ammunition and military equipment, 
particularly if it apears that combat in Korea will continue beyond December 
31, 1953.’ 

“As was stated in earlier discussions with this committee, the inclusion of am- 
munition requirements at authorized combat rates to December 31, 1953, was 
predicated on the assumption that a restudy would be made in March of 1953. 
The current action of extending the financing period at authorized rates was the 
result of this restudy. 

“If provision had been made in the January request for equipping and maintain- 
ing additional ROK divisions and for full advance financing of combat operations 
through fiscal year 1954, the January request would have had to be increased by 
approximately $2 billion to a total in excess of $48 billion. Consequently, on a 
comparable basis, there is a difference of approximately $7 billion between the 
initial and revised budget requests. 

“This reduction results from a number of factors. Certain adjustments have 
been made to reflect several months additional experience with reference to 
actual production rates and rates of obligation and expenditure. Other adjust- 
ments stem directly from the decision to reduce the numbers of military and 
civilian personnel in the Department of Defense. Other adjustments are the 
result of changes in interim force and readiness goals based upon elimination of 
the assumption for a specific date for D-Day readiness. The continuing examina- 
tion of end item requirements, together with further evaluation of stock levels 
and quantities of materiel on order but not delivered. resulted in numerous 
changes. 

“Next, other adjustments were possible because of the size and character of 
the unexpended carryover funds amounting on June 30, 1958, to approximately 
$63 billion, of which something in excess of $6 billion will be available for obliga- 
tion in the next fiscal year, part of which has already been placed in reserve for 
that purpose. Still further adjustments were made by the Secretary of Defense 
in anticipation of savings that we expected to be achieved during the coming 
fiscal year by the progressive elimination of waste, inefficiency, and imbalance 
and by reducing procurement of soft goods and miscellaneous supplies and equip- 
ment to the minimum essential levels.” 

With respect to the fiscal year 1957 budget, the reductions in the initial requests 
of the military departments resulting from careful consideration of a number of 
factors, including the further reduction of procurement lead times. These adjust- 
ments’affected both the total new obligational authority required for fiscal year 
1957 and the estimated expenditures during 1957. If we budgeted on an expendi- 
ture basis, it would be necessary to revise the amounts requested of the Congress 
to the extent that the program adjustments made during the review of the 
budget affected anticipated expenditures in the immediate budget year. 
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Senator Symrneton. Incidentally, I would like to ask one more 
question along these lines. Yesterday when we had a witness in here, 
and I think Mr. Lanman was here at that time, we talked about cer- 
tain items where once you had agreement that the item was to be built, 
re did not have to come back for any further justification. Do you 

now about that in your position ? 

Mr. Borpner. Yes, under the present method of making appropri- 
ations in terms of obligational authority. 

Senator Symrneton. What items are involved ? 

Mr. Borpner. You do not have to come back and rejustify for the 
purpose of expenditure. 

Senator Symineron. What items are involved where money carries 
over a 12-month period ? 

Mr. Borpner. Well, the procurement and production of all types 
of major items of materiel. 

Senator Symineron. Like what? 

Mr. Borpner. Ships, aircraft, guns, tanks, and things of a military 
nature, machine tools, production equipment, and so forth, construc- 
tion of public works, research and development programs. 

Senator Symrneron. All of that you can program out beyond the 
12-month period ¢ 

Mr. Borpner. Yes. 

Senator Symineton. What do you do if the cost increases? Are 
there any items where you do not have to come back for a request for 
increased amounts of money to take care of increased costs or are all 
items in the military budget, items where you have to come back and 
request additional money in case you made a mistake in the original 
estimate of the cost of the items in questions ? 

Mr. Borpner. Well, of course, our programs are very broad under 
our appropriations, and we do not have to work on the basis of item 
by item. 

Senator Symrneron. Let’s take a typical illustration. 

Mr. BordNer. You work on a basis of a broad program and you 
must have a continuing rejustification year after year, and if you need 
more money on account of mistakes in cost estimates, that gets picked 
up in your following year’s appropriations. 

Senator Symineron. So long as we understand each other, but sup- 
pose you ordered 100 bombers for $8 million apiece, and then after the 
order is in process, we find that those bombers are going to cost $10 
million apiece, do you have to come back to the Congress and ask the 
Congress to give you another $200 million or can you go ahead with 
completion of the order and simply bill the Treasury for the additional 
money ¢ 

Mr. Borpner. You cannot place a contract for a sum beyond the 
amount of the obligationa] authority that you have. You may re- 
adjust your program so that if you want to place the contract in full 
at the higher cost 

Senator Symineron. I am not talking about that. I am talking 
about the fact if you make a mistake in estimated cost on the down side 
and you need more money to complete, say, 100 bombers, do you have 
to come back and request that money from the Congress or do you 
simply proceed without further request ? 

Mr. Borpner. Mr. Lanman, do you want to say anything ? 
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Mr. Lanman. I was just saying, Senator, to the extent that you did 
not have the difference in your no-year appropriation, you would have 
to come back to the Congress and request additional money to cover 
that contract. 

Senator Symrneron. Let me get this straight. If you have $800 
million appropriated for 100 bombers and you find out it is going 
to cost a billion, you cannot spend the additional 200 million without 
further approval authorization and appropriation approval of the 
Congress; is that correct ? 

Mr. Lanman. The 800 million, Senator, would have been included 
in your total aircraft appropriation. 

Senator Symineron. When you justified before the Congress, you 
did not pool it in one sum, but you said, “We want $800 million for these 
planes.” I am not talking about an adjustment of the 5 percent or 
whatever the figure is. What do you do if you need 200 million more 
on those bombers because you made a mistake or because you had an 
engineering design changed or for any reason? Do you come back and 
get additional authorization from the committees in question of the 
Congress? 

Mr. Lanman. For the obligational authority necessary to change 
that contract upward, again providing that you are not doing any re- 
programing in your no-year appropriation account. Now, the Ap- 
propriations Committee has concerned itself with reprograming ac- 
tivities within our accounts and has instituted a reporting system 
whereby—I do not recall the exact figures—but when we repro- 
gram 

Senator Symrneron. What does reprograming have to do with $200 
million more that you want to build those 100 bombers which you told 
the Congress would cost 800 million ? 

Mr. Lanman. Only this, when we told them “800 million for those 
bombers,” we also told them, perhaps, 500 million for another aircraft 
and that may have turned out to be a lower cost and in order to 
make it—— 

Senator Symineton. Or you may not want those, but what you are 
saying now is that you do not have to come back to Congress unless 
you do not have the money to pay the increase ? 

Mr. Lanman. Thatis right. 

Senator Symrneron. And if you need the money to pay the increase 
because all the other programs were accurately done, you would have 
to come back ? 

Mr. Lanman. Have to come back and ask for an increase in the 
amount of the appropriation. 

Senator Symineton. That is with respect to the Air Force ? 

Mr. Lanman. With respect to all of the services. 

Senator Symmnoron. Is that true if you are buying destroyers for 
the Navy and lay the hulls? 

Mr. Lanman. Yes, sir. 

Senator Symineton. And then you have to come back if the cost is 
more than you thought it was? 

Mr. Lanman. Only providing that within the appropriations, you 
do not have the money, or if you could not do the reprograming from 
some other reduced program. ; 
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Senator Syminetron. When you make the reprogram, do you submit 
all the details of that to the committees in question t 

Mr. Lanman. When it is above a certain amount, sir, we report it 
and discuss it thoroughly. 

Senator Symineron. Do you reprogram before you make the change 
or do you ask the Congress permission to make the change ? 

Mr. Lanmawn. I believe that the requirement, at the moment, sir, is 
a reporting requirement. I would be glad to supply for the record, 
the existing instructions which are in detail on this matter. (Depart- 
ment of Defense instruction follows:) 


DEPARTMENT OF DEFENSE INSTRUCTION 
Subject: Report on Reprograming of Appropriated Funds 
I. PURPOSE 


A. House Report 493, on the Department of Defense Appropriation Act of 
1956, expressed concern over the numerous reprogramings of funds within 
Department of Defense appropriations. The Committee on Appropriations rec- 
ognized that some of these reprogramings are relatively minor but others are 
substantial and far reaching in scope and effect. The committee report, while 
noting that some variations are inevitable, stated that it has never been nor is it 
the intention of the committee to permit the military departments to have un- 
restrieted freedom in reprograming or shifting funds from one category or 
purpose to another without prior notification or clearance of the committee. The 
report states that the current practice of the services in advising the committee 
of major reprograming both by way of specific requests for clearance and 
notification for information purposes, depending on the nature of the change, 
must be continued. In addition, the committee requested that by January 15 of 
each year the Department submit to the committee a detailed tabulation of all 
reprograming of funds effected between July 1 and December 31, and that a 
similar tabulation be submitted by July 31 for the remainder of the fiscal year. 

B. It is the purpose of this instruction to provide for a uniform interpreta- 
tion of the types of reprogramings which are of interest to the Congress and to 
prescribe a uniform procedure for reporting the data required in compliance 
with the intention of the committee as expressed in House Report 493. 


Il. SCOPE AND APPLICABILITY 


A. The provisions of this instruction are applicable to all unexpired general 
(direct) appropriation accounts, except the following: (1) military construction 
appropriations, including “Military construction, foreign countries,” and the 
military construction for Reserve forces accounts; (2) research and develop- 
ment. appropriations, including the emergency fund, DOD; (3) the Department 
of Defense appropriations for family housing, access roads, loran stations, 
contingencies, and construction of ships, MSTS. 

B. The level of classification below the appropriation level to be reported 
under the provisions of this instruction shall be the same as that in the printed 
budget document, which is generally at the budget activity or budget program 
level; provided, however, that items or projects of special interest to the com- 
mittee should be reported below the level provided in the budget document. 


III, DEFINITION OF MAJOR REPROGRAMING 


Major reprogramings, as used herein and as believed to be responsive to the 
intention of the committee, are defined as any individual action or actions which 
fall within one or more of the following criteria : 

(1) Individual actions or a total of actions during the fiscal year which repre- 
sent increases or decreases of 5 percent or more of a budget activity or program 
whose total annual program is less than $200 million ; 

(2) Individual actions or a total of actions during the fiscal year which repre- 
sent increases or decreases of $10 million or more of a budget activity or program 
whose total annual program is $200 million or more; 
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(3) Individual actions which involve items in which the committee has shown 
a specific interest, without regard to the amount of funds involved, or for which 
the military departments consider it desirable to advise the committee. 


IV. PROCEDURE FOB @LEARANCE OF MAJOR REPROGRAMING 


A. Individual actions which result in major reprograming (as defined above) 
will be cleared with the Assistant Secretary of Defense (Comptroller) for con- 
formance with current policies of the Secretary of Defense prior to effecting 
such major reprograming. In the interest of uniformity of presentation, these 
major reprograming actions should be submitted to the Office of the Assistant 
Secretary of Defense (Comptroller) in letter form, entitled “Request for Clear- 
ance of a Major Reprograming Action,” with appropriate dollar amounts shown 
in summary columnar form at the beginning of the letter as indicated below. 

B. Where specific advance clearance of the committee is necessary or desir- 
able prior to effecting reprograming, the military services will obtain such ad- 
vance clearance in the Same manner as at present, after first having cleared the 
proposed action with the Assistant Secretary of Defense (Comptroller). 

©. Format for “Request for clearance of a major reprograming action”: 





Initially Amount of | Amount of 
Budget activity or program programed program as major re- 
amount proposed programing 


(1) (2) (3) (4) 


(a) Title and number from which funds are to be transferred-_.|.............-|--.-......----]--------...-.- 
(0) Title and number to which funds are to be transferred 





Column 1: Budget activity or program.—Two line entries will be made in this 
column: (@) the title and number of the budget activity or program from which 
funds are being moved under the proposed reprograming action, and (0b) the title 
and number of the budget activity or program to which funds are being moved 
under the proposed reprograming action. 

Column 2: Initially programed amount.—Enter opposite each of the entries in 
column 1 the amount of the budget activity or program based on legislative his- 
tory and appropriation amounts enacted. 

Column 8: Amount of program as proposed.—Enter opposite each of the entries 
in column 1 the amount of the budget activity or program as proposed in this 
reprograming action. 

Column 4: Amount of major reprograming.—Enter opposite each of the entries 
in column 1 the difference (plus or minus as appropriate) between the amount of 
the entry in column 2 and that in column 3. 

The dollar summary data presented in accordance with the above should be 
accompanied by a narrative statement which will provide an adequate explana- 
tion of the circumstances and reasons in justification of the proposed reprogram- 
ing, together with supporting exhibits or material as considered necessary for 
review by the Assistant Secretary of Defense (Comptroller) and for presentation 
to the Congress. In the case of major reprograming actions, as defined above, 
involving procurement and production programs, a list of the major end items 
constituting at least 75 percent of the total dollar amount involved should be pre- 
sented as an attachment to the letter. 


V. BEPORTS REQUIRED 


A. Distribution of appropriated funds by budget activity or program 
(format A) 

1. An initial report will be prepared in accordance with format A of enclosure 
1 and the instructions thereto and will be submitted within 15 days after Presi- 
dential approval of the annual appropriation act to show the distribution of the 
appropriated funds as enacted by Congress. (Note.—The report showing the dis- 
tribution of fiscal year 1956 appropriated funds will be due 20 days after the date 
of this instruction and will reflect the status of programs as of December 31, 
1955. ) 

2. A completely revised report will be prepared in accordance with format A of 
enclosure 1 and will be submitted within 15 days after Presidential approval of 
each supplemental appropriation act, if any, during the fiscal year. 
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8. A final report for the fiscal year reported on under the provisions of para- 
graph (1) above will be prepared in accordance with format A of enclosure 1 as 
of June 30 and will be submitted within 5 days after the submission of the year- 
end fiscal reports (standard form 133 and DD form 690). 


B. Semiannual report of reprograming of appropriated funds (format B) 

A semiannual report showing reprograming of appropriated funds will be pre- 
pared in accordance with format B of enclosure 1 and the instructions thereto. 
A report covering the period July 1-December 31 will be submitted by January 30, 
and a report covering the period January 1—June 30 will be submitted within 5 
days after the submission of the year-end fiscal reports (standard form 133 and 
DD form 690). (Notre.—Usually such year-end fiscal reports are submitted on a 
delayed schedule to permit final closing of the official accounts. ) 

Since the initial report for fiscal year 1956 will reflect status as of December 
81, 1955, no reprograming report need be submitted for the period July 1—-Decem- 
ber 31, 1955. However, if, in the opinion of the military department concerned, 
any of the currently programed amounts involve reprograming actions taken dur- 
ing the past 6 months which should be brought to the attention of the Congress, 
these programs should be the subject of a separate memorandum accompanying 
the report prepared in accordance with format A of enclosure 1. 

C. All reports are to be submitted in 25 copies to the Assistant Secretary of 
Defense (Comptroller). 


VI. REPORT CONTROL SYMBOLS 


A. Report control symbol DD Comp (A) 240 is assigned to the reporting re- 
quirements of paragraph V-A, above. 
B. Report control symbol DD Comp (SA) 241 is assigned to the reporting re- 
quirements of paragraph V-B, above. 
W. J. McNer, 
Assistant Secretary of Defense (Comptroller). 


Format A 


Distribution of appropriated funds by budget activity program 





Department: Appropriation: Date: Tnitial report Page — of — pages 
Revised report 
Final report 
{ 


Budget activity/program Unobli- Transfers— Adjusted net pro- 








gram 
2 gated se 

balance | Appropri- 

brought ations ReGecting 
+ forward, To be ? transfers ’ 
No. Title 1 July mats Actual to ‘be Actual 

made 

(1) (2) ie (4) (5) (6) (7) (8) 








Planned unprogramed amounts- | | 
Applied to prior year program -- | 
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Format B 


Semiannual report of reprograming of appropriated funds 


! 
Department | Appropriation: | Period: From 1 July Page — of — 
through (date) | 3 


} | 

Reim- gram | | See Major re- 
Total burse- from | Adjusted | ing dur- ; Prosram- 

annual | ments | appro- |“Dot'pr. | ing |" ing re- 
| program | from | priated | ram | period | ported to 
to date other funds 8 | (col, (5) ic 
accounts (col. |+or—(6))| 
(3) —(4)) | 


Budget activity/program Net pro- 


ongress 
to date 


Os 408@e. 4 @O vb 


| | 


Reserved for future re- 
quirements. 
| Planned unprogramed 
amounts. 
Applied to prior year 
programs. | 


Total _. 





INSTRUCTIONS FOR THE PREPARATION OF REPORTS ON DISTRIBUTION OF APPROPRI- 
ATED Funps sy Bupeer ActTIvITy/PROGRAM AND SEMIANNUAL REPORT OF 
REPROGRAMING OF APPROPRIATED FUNDS 


A. GENERAL 


1. Format A.—distrbiution of appropriated funds by budget activity/program.— 
Format A should be followed in reporting the distribution of appropriated funds 
following presidential approval of the appropriation act. It is recommended that 
the initial and each revised (if any) report be prepared as a master copy suitable 
for reproduction in the quantities required, and that such master copy be re- 
tained so that it may be used in preparation of the final report, thereby eliminat- 
ing the necessity of retyping previously reported data and restricting entries 
only to those required in columns (6) and (8). 

2. Format B.—semiannual report of reprograming of appropriated funds.— 
Format B should be followed in reporting the reprograming actions effected 
during each of the semiannual periods. 

3. Modification of formats.—Formats A and B may be varied as to paper size, 
margins, columnar widths, etc., to meet limitations of reproduction equipment, 
but the arrangement and sequence of the information reported must be exactly 
in accord with those formats. 

4, Number of copies.—Twenty-five copies of the report should be submitted to 
the Assistant Secretary of Defense (Comptroller) who will provide, out of that 
number, the necessary copies for the Committee on Appropriations. Each report 
should be arranged in complete sets covering all of the appropriations being 
reported. 


B. FORMAT A—DISTRIBUTION OF APPROPRIATED FUNDS BY BUDGET ACTIVITY/PROGRAM 


1. Heading.—The name of the department preparing the report, the title of 
the appropriation as listed by the Treasury Department, the date on which the 
report is prepared, the nature of the report, and the page number of each sheet 
should be entered in the appropriate blocks at the head of the sheet. 

2. Budget activity/program (columns 1 and 2).—List under these columns the 
number and title of each budget activity/program, or other item of special interest 
to the committee. The nomenclature and sequence should be the same ag that 
normally employed by the military departments in the budget justification books 
before the Congress. In those instances where the budget justification books 
group together two or more budget activities/programs, as contained in the fiscal 
codes, subtotals may be used so as to permit ready comparison with the budget 
as presented to the congressional committees. A one-line entry, entitled “re- 
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served for future requirements,” should be used in those no-year appropriations 
in which certain funds may be programed for use in subsequent fiscal years— 
e. g., first destination transportation or engineering changes. A one-line entry, 
entitled “planned unprogramed amounts” should be used in those cases where 
some of the funds within an appropriation will not be required to finance cur- 
rently approved programs (e. g., savings in annual accounts), or where part of the 
funds are planned for reprograming against the succeeding years’ programs (i. e., 
changes among program-years in no-year appropriations). A one-line entry, 
entitled “applied to prior year programs,” should be used to show the amounts, 
if any, of current year appropriations (column 4) applied to prior year pro- 
grams in order to complete those prior year programs. Where programs are 
known to have changed by the time the final appropriation act has been approved, 
resulting in savings or credits against succeeding years’ programs, the use of 
this line entry will permit recognition of these changes without involving subse- 
quent reporting of the changes as a reprograming action. 

3. Unobligated balance brought forward 1 July (column 3).—This column 
will be used to enter opposite the entries in columns 1 and 2 the amount of the 
unobligated balance brought forward in no-year (or multiple-year) appropria- 
tions as is applicable to each budget activity/program or item of the program- 
year being reported. The total of this column will agree with the amount report- 
ed on line 1, standard form 133, and will represent the actual (rather than the 
estimated) amount of the unobligated balance. Where only a part of the un- 
obligated balance is applicable to the current fiscal year program, only this por- 
tion will be distributed by budget activity/program, and the entries, “applicable 
to prior year programs,” or “planned unprogramed amounts,” as the case may 
be, will be used to cover the balance of the unobligated funds brought forward. 

4. Appropriations (column 4).—This column will be used to enter opposite 
the entries in columns 1 and 2 the amount of the appropriations, as contained in 
the appropriation act. Any adjustments made by the Congress from the amounts 
shown in the President’s budget will be accurately reflected in accordance with 
congressional intent; the amount and identification of the congressional actions 
will be based upon the reports of the committees on appropriations, the debate on 
the appropriation bill, and related legislative history. Where such legislative 
intent cannot be identified from available sources of information by specific items, 
the adjustments should be made in such a manner as to result in balanced pro- 
grams for the appropriation as a whole, giving due consideration to the inter- 
relationships among the programs under the adjusted amount appropriated. The 
total of this column will agree with line 2 (plus line 3, if any) of standard 
form 133. 

5. Transfers—-to be made (col. 5).—This column will be used only on the 
initial and revised reports during a given fiscal year—i. e., those prepared after 
Presidential approval of the annual and/or supplemental appropriation acts 
(see pars. V-A-1 and V-A-2). Enter in this column opposite the entries in col- 
umns 1 and 2 the amount of any anticipated transfers, including rescissions, 
which have been authorized by specific action of the Congress; such transfer 
amounts should be included within the total programed funds. In the case 
of general transfer authorization language in which the exact source of the 
transfer is not yet known, the amount of the unknown source of the transfers 
will be footnoted in the report. In the case of general transfer authorizations 
from any available balances, the transfers will be shown against the line, 
“Planned unprogramed amounts,” rather than distributed by budget activity 
program or item, The total of this column will agree with lines 5 (a) and 5 (b) 
of standard form 133. 

6. Transfers—actual (col. 6).—This column will be used only on the final 
report for a given fiscal year—i. e., the report prepared after the close of the fis- 
cal year (see par. V—A-3, above) to report actual trausfers in accordance with 
instructions in paragraph 5 immediately above. 

7. Adjusted net program—reflecting transfers to be made (col, 7)—This 
column will be used only on the initial and revised reports during a given fiscal 
year—i. e., those prepared after Presidential approval of the annual and/or 
supplemental appropriation acts. Enter in this columa opposite the entry in 
columns 1 and 2 the sum of the entries in columns 3, 4, and 5. It should be 
noted that the total of this column will not agree with line 6 of standard form 
138 by the amount of the reimbursements, if any; these reimbursements are 
omitted from the report on reprograming on the assumption that the direct or 
appropriated funds are of primary interest to the congressional committees and 
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that reimbursable transactions to one account are generally included as part 
of the appropriated funds in other accounts. 

8. Adjusted net program—actual (col. 8).—This column will be used only 
on the final report—i. e., the report prepared after the close of the fiscal year. 


Enter in this column opposite the entries in columns 1 and 2 the sum of the 


entries in columns 3, 4, and 6. 


C. FORMAT B—SEMIANNUAL REPORT OF REPROGRAMING OF APPROPRIATE FUNDS 


1. Heading.—The name of the department, the title of the appropriation, the 
period covered by the report (i. e., December 31 or June 30), and the page num- 
ber of each sheet should be entered in the appropriate blocks at the head of 
the sheet. 

2. Budget activity/program (cols. 1 and 2). List under these columns the 
same numbers and titles as used in format A. 

3. Total annual program to date (col. 3.).—Enter in this column the dis- 
tribution by budget activity/program or item of the total annual program (bud- 
get authorization but not necessarily the funded amount thereof) as approved 
on the date of the report (i. e., December 31 or June 30). The total annual 
program will include reimbursable operations, and the distribution in this col- 
umn should be consistent with that shown in column 2 of the December 31 and 
June 30 reports on DD Form 690. The annual program will include all funds 
for all planned and approved programs, whether or not such funds have been 


apportioned or are included in administrative contingency reserves and whether’ 


or not such programs are planned for obligation or commitment within the 
current fiscal year. On the other hand, where, as a result of actions taken in 
connection with the apportionments or other administrative operations, the 
annual programs have been changed as a matter of planned reprograming, prop- 
erly approved by management, only the amount of the approved annual pro- 
grams will be entered in this column (as is the case for amounts entered in 
eolumn (2) of DD Form 690). In the event that the approved annual programs 
are less than the total funds available for programs, the line entry “Planned 
unprogramed amounts” will be used to indicate the savings planned in the 
annual accounts or to indicate the changes among program-years in the no- 
year appropriations. Actual reprogramings which result solely from the non- 


apportionment of funds will be reported in the same manner as other reprogram- 


ings, with the explanation being given as “Nonapportionment of funds.” 

4. Reimbursements from other accounts (col. 4).—Enter in this column 
the actual amounts of reimbursements to the date of the report which have been 
included in the amounts entered in column (3) as attributable to reimbursable 
operations. This method of reflecting reimbursable operations is designed to 
minimize the amount of “apparent” reprograming merely as a result of changes 
in reimbursable work which may not affect the planned programs utilizing ap- 
propriated funds. Further, by subtracting the amount of reimbursements from 
the total annual program, the resultant net annual program for appropriated 
funds will be more nearly comparable with the net program as initially approved. 

5. Net program from appropriated funds (col. 5).—Enter in this column 
the difference between the amount in column (3) and the amount in column (4) 
by budget activity/program or item. This difference will be assumed to repre- 
sent, as closely as practicable, the net annual program from appropriated funds, 
in a manner similar to that used in the budget justification books for “direct’’ 
obligations. 

6. Adjusted net program (col. 6).—-Enter in this column the same amounts 
as reported in column (7) of format A. 

7. Total reprograming during period (col. 7).—Enter in this column the 
difference between the amount in column (5) and the amount in column (6) by 
budget activity/program or item. These differences will be both plus and minus. 
The amounts in this column will represent the total reprograming, both major 
and minor, through the reporting period. 

8. Major reprograming reported to Congress to date (col. 8).—Enter-rin 
this column the ameunts of the major reprogramings which have been clearetl 
with the Assistant Secretary of Defense (Comptroller) and reported to the 
Congress through the reporting period. These clearances in letter form should 
be so maintained by some serial numbering system as to permit a rapid and 
accurate summary to be made for inclusion in this column of the report. 
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9. Net reprograming (col. 9).—Enter in this column the difference in the 
amount in column (7) and the amount in column (8) by budget activity/pro- 
gram or item. These differences will represent all minor reprograming, which 
did not require prior clearance, and any major reprograming actions which 
have been cleared with the Assistant Secretary of Defense (Comptroller) but 
not yet reported to the Congress. Additional comments or remarks in explana- 
tion of the reprograming report should be shown on the reverse of the sheets or 
by attaching a separate sheet to each applicable appropriation report. 


Senator Symrineton. Reporting—does that mean you ask the Con- 
gress for, say 1,600 million on the basis of various airplanes and then 
you can change that at your will without coming back to the Con- 
gress and asking for permission to change it ? 

Mr. Lanman. It is my understanding, sir, that no major change is 
made without consultation. 

Senator Krennepy. I want to ask one last question. How broadly 
ean you reach into other sources of funds if you do not have sufficient 
funds to pay for a specific program ? 

Mr. Lawman. Only within the confines of the same appropriation ; 
that is, the aircraft appropriation. 

Senator Kennepy. For instance, can you take the money for 
fighters? 

Mr. Lanman. Because of the way money is appropriated, yes, sir. 

Senator Kennepy. Does it just have to be for planes or can it be for 
Air Force bases? 

Mr. Lanman. The Air Force has six major subdivisions. 

Senator Kennepy. Does every explanation have to be in one of those 
subdivisions ? 

Mr. Lanman. Yes. 

Senator Symrneton. Mr. Chairman, may I ask one more question? 

Senator Kennepy. Yes, and after that, we will adjourn. I also 
want these letters, referring to Senator Payne’s bill, S. 3199, to be in- 
serted in the record. 


UnITep STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
March 19, 1956. 
Hon, JoHN F. KENNEDY, 
Chairman, Subcommittee on Reorganization 
of the Committee on Government Operations 
United States Senate, Washington 25, D. O. 


Dear SENATOR: I am very sorry that I will not be able to be present at your 
hearings on 8S. 3199. This bill is designed to improve governmental budget and 
accounting procedures. 

I would appreciate it if you would insert this letter in the record. As you 
know, I am a cosponsor of S. 3199 and think highly of its purposes and objec- 
tives. Accordingly, I urge that it receive the favorable action of your subeom- 
mittee. 

With best wishes, IT am, 

Sincerely yours, 
JOHN MARSHALL BUTLER, 
United States Senator from Maryland. 
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UNITED STATES SENATE, 
COMMITTEE ON Purtic WorKS, 
March 20, 1956. 

In re S. 3199. 

Hon. JoHN F. KENNEDY, 

Chairman, Subcommittee on Reorganization 
of the Committee on Government Operations, 
United States Senate. 

DeaAR SENATOR Ke nNepy: I have the honor to cosponsor 8S, 3199, a bill to im 
prove governmental budgeting and accounting methods and procedures, and for 
other purposes. This bill, pending before your subcommittee, was introduced 
by our colleague, Senator Frederick Payne, whom I consider outstanding} 
qualified in this field by reason of his career in accounting and fiscal practices, 
both in business and Government. 

Since Senator Payne will testify before your subcommittee, I will not make 
a detailed analysis of this measure. I am sure Senator Payne will present a 
strong case of its most serious consideration by your subcommittee. 

This bill would implement the majority of recommendations of the second 
Hoover Commission Report on Budget and Accounting. A lion’s share of the 
savings envisioned by the Commission to result from adoption of its recom- 
mendations, would result from implementation of its proposals in this area. 

The potentialities of sound fiscal management have never been realized by 
the Federal Government. Budgeting is more than estimating expenditures and 
revenue. Budgeting should provide tools to control expenditure and to insist 
on efficient management of the agencies. 

Accounting is more than mere tabulation of income and outgo. Aceounting 
should provide financial facts to make a realistic review of past and proposed 
performance. 

The foundation for our present Federal budget and accounting system was 
laid in the Budget and Accounting Act of 1921. Since then, the size of our 
Federal Government, as measured by its annual spending, has mushroomed to 
more than 15 times its 1921 size. 

The single stark fact that the United States Government now spends $65 
billion a year should impress on the Congress the need for having the most 
modern and efficient budgeting and accounting systems devised by man. 

In a recent speech in which he urged adoption of these recommendations. 
Mr. Hoover simply but eloquently stated the case for these proposals. He said, 
“Competence and leadership in the housekeeping of our Government are a con- 
tribution to freedom in every American home.” 

Letters to me from hundreds of Nebraskans indicate that there is a very 
wide base of support for the recommendations of the second Hoover Commission 
in my State. 

Again, I urge your subcommittee to give implementation of the budgeting 
and accounting report of the Hoover Commission, as provided in S. 3199, its more 
serious consideration and favorable action, at a very early date. 

Sincerely yours, 
Roman L. Hruska, 
United States Senator from Nebraska. 


Unirep STATES SENATE, 
COMMITTEE ON ARMED SERVICES, 
March 21, 1956. 
Hon. JoHN F, KENNEDY, 
Chairman, Subcommittce on Reorganization 
of the Committee on Government Operations, 
Senate Office Building, Washington, D. C. 


My Drar Mr. CHatrRMAN: Senator Payne has advised me that you are to 


commence hearings shortly on the bill introduced by himself and others, includ- 
ing myself, “To Improve Governmental Budgeting and Accounting Methods anid 
Procedures, and for Other Purposes.” He also states that this bill combines the 
recommendations of the Hoover Commission on budgetary and accounting 
practices. 
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Whether or not this bill is in final satisfactory form to accomplish the results 
is for your Committee to say. I believe that the Federal system of budgeting 
and accounting methods can be improved. Muay I cite four instances: 

1. Many of our municipalities and State governments have an accrual system. 
So far as I know, the Federal Government has none. 

2. It is my understanding that there is no present method for accounting for 
eutstanding checks. In other words, the cash balance of the Treasury Depart 
ment is made up on day-to-day basis after the day's business is completed. 

3. The inventory systems of the Government are far from complete. The 
armed services are building one up but it is progressing very slowly. Until 
very recently there was no inventory of real estate owned by the Government. 

4. Under present budgetary practices, original estimates are built up almost 
a year in advance of the start of the fiscal year. In some instances they are 
outdated by the time they are put into effect. 

While there are other instances that I could call to your attention, these are 
four examples which induced me to join in the filing of this bill. I appreciate 
the opportunity to join and to bring these facts to your attention. 

With best regards, I am, 

Sincerely, 
LEVERETT SALTONSTALL, 
United States Senator from Massachusetts. 





CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., March 21, 1956. 
Hon. JOHN F. KENNEDY, 
Chairman, Reorganization Subcommittee, Senate Committee on Government 
Operations, Washington, D. C. 

DpaR Mr. CHAIRMAN: I understand that the Reorganization Subcommittee is 
currently holding hearings on Senator Payne's bill, 8S. 3199, which would imple- 
ment and carry out certain recommendations of the Hoover Commission's Budget 
and Aecounting Report. 

I would like to have been able to appear before your subcommittee to speak on 
behalf of Senator Payne's bill because I have a deep interest in the subject and 
have introduced in the House a bill, H. R. 9402, which is an exact companion 
measure to Senator Payne’s bill. Unfortunately, because of prior commitments, 
I probably shall be unable to appear before your subcommittee today. 

I would appreciate it very much if the subcommittee would accept, for insertion 
within the transcript of its hearings, my enclosed statement on behalf of Senator 
Payne's bill. 

Sincerely yours, 
GLENARD P. LipscoMs, 
Member of Congress. 


STATEMENT OF Hon. GLENARD P. LIPsSCcoMB, A REPRESENTATIVE IN CoNGRESS FROM 
THE STATE OF CALIFORNIA 


Mr. Chairman, I appreciate the subcommittee’s permitting me to submit for the 
record of these hearings this statement endorsing Senator Payne’s bill, 8S. 3199, 
introduced by the Senator on February 14, 1956, which would implement and 
carry out certain recommendations of the Hoover Commission contained in the 
Hoover Commission’s Budget and Accounting Report transmitted to the Congress 
in June 1955. 

On February 20, 1956, I introduced in the House a bill, H. R. 9402, which is 
an exact companion measure to Senator Payne’s bill. 

I would like to commend the Senate Government Operations Committee upon 
its timely and serious consideration of Senator Payne’s bill and related budget 


and accounting reform proposals. I have long believed that one of the most 


important and pressing areas for legislative action is the field of budgeting and 
accounting. Significant improvements in financial management at almost all 
levels of Government are possible, and the Congress should make every effort to 
improve and modernize our governmental budgeting and accounting systems to 
make possible the most effective congressional control over Government ex- 
penditures. 
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I strongly urge the enactment of S. 3199 because I believe it will make possible 
more effective congressional contrel over Government expenditures. It does this 
by providing for cost-based accounting and cost-based budgeting throughout the 
Government. With cost-based budgeting the Congress will be in a position to 
make appropriations for each year in terms of the estimated annual accrued 
expenditures during that year—that is, Congress can make available to the 
executive agencies for any fiscal year funds only sufficient to cover the cost of 
goods and services estimated to be received in that year. The establishment of 
appropriations on an accrued expenditure basis is a fundamental step that must 
be taken if Congress is to regain effective control over the purse strings. This 
requires cost-based budgets which can be developed only if Government agencies 
maintain their accounts on an accrual basis. 

Section 2 (b) of this bill provides that the accounts of each agency shall be 
kept on an accrual basis to show the actual cost of operation. This would 
facilitate the preparation of cost-based budgets. 

Section 1 (b) provides that cost-based budgets should be used by all depart- 
ments and agencies. It goes on to provide that all departments and agencies 
shall submit performance reports to the Bureau of the Budget. These reports 
will be important documents in making significant the cost-based performance 
budgets developed by the agencies. 

To facilitate the development of cost-based accrual accounts and of cost-based 
performance budgets, section 2 (c) provides for the creation in the Bureau of 
the Budget of a Staff Office of Accounting. This agency, with the cooperation 
of the Department of the Treasury and the General Accounting Office, would 
assist the operating departments and agencies in the development of adequate 
accounting systems to meet the objectives of this bill. 

The Congress, by enactment of the Budget and Accounting Procedures Act of 
1950, took a significant step forward in providing for the use of program or 
performance budgets by the executive agencies of the Government. The ob- 
jective of this law was to have the Government departments show how they 
intended to spend their money on the basis of the major programs that the agen- 
cies carry out. To make such a budget thoroughly effective and meaningful, 
Government accounts must be kept on a cost or an accrual basis and not merely 
on an appropriations basis. The agencies must be able to tell what a given pro- 
gram has cost and is likely to cost in a given fiscal year, and not merely how much 
appropriated funds have been spent in a given fiscal year. Only with adequate 
accrual cost-based accounts can a budget be developed that will show how 
much a given program is likely to cost in a given fiscal year. Thus the enact- 
ment of this bill, in my opinion, is a necessary step to make thoroughly effective 
the Budget and Accounting Procedures Act of 1950. 

The most important reason for the enactment of this bill is that only through 
the use of accrual accounting and cost-based budgets can the Congress regain 
more effective control of the purse, because then it will be in a position to make 
annual appropriations on the basis of the estimated accrued expenditures that 
are to be made during the forthcoming fiscal year. This would put an end to 
the practice in the executive agencies of building up unexpended balances of 
appropriated funds. At the beginning of the fiscal year 1956, there was avail- 
able to Government agencies out of funds appropriated for previous fiscal years 
$53,900 million of unexpended funds. 

The availability of such large unexpended balances of appropriated funds 
impairs congressional control over the purse for several reasons: 

First, it creates an incentive upon the part of the spending agencies to obligate 
funds to prevent appropriations from lapsing. 

Second, Congress is not able to control the cost incurred in carrying out spe- 
cifically approved programs. 

Third, Congress cannot control the level of expenditures in any given year. 
The amount of money appropriated for any fiscal year under present cir- 
cumstances has little relationship to the amount of money spent in that fiscal 
year. 

Fourth, there is no direct and effective control over the budget surplus or 
deficit in any fiscal year. 

If the Congress, made up of the chosen representatives of the American people, 
is to exercise any constitutional degree degree of effective control over the 
executive branch, it must be in a position to control the amount of money 
to be expended by it. Effective contrvl over the purse is one of the most im- 
portant devices available to Congress for protecting the American people from 
the potentiality of irresponsible expenditures. 
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The enactment of S. 3199 will make it possible for us to attain this objective, 
and it will enable the executive branch to develop adequate accounting that is 
a necessary tool for efficient management. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington 6, D. C., March 20, 1956. 
Hon. JouHn F.. KENNeEpy, 
Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 


Deak SENATOR KENNEDY: A statement in support of the underlying objectives 
of 8. 3199, upon which bill your subcommittee is holding hearings, is being pre- 
pared for submission on behalf of the Chamber of Commerce of the United States 
by Mr. M. C. Conick, resident partner, Main & Co., First National Bank Building, 
Pittsburgh, Pa. 

We would very much appreciate permission to submit it later for the record 
of your hearings. 

Cordially yours, 
CLARENCE R. MILEs, 
Manager, Leyislative Department. 

Senator Kennepy. The hearing will be resumed on Monday and 
the Department of Defense will have a chance to discuss this subject. 

Mr. Lanman. Mr. McNeil asked me to apologize for his absence. 
He is unavoidably out of the city. 

Senator Kennepy. Can he be with us on Monday ? 

Mr. Lanman. Lhopeso,sir. I will discuss it with him. 

Senator Kennepy. At the suggestion of Senator Symington we 
will have the hearing on Tuesday, as far as the Department of De- 
fense is concerned, and some of the other agencies, which were noti- 
fied this afternoon, can be heard on Monday. 

Senator Symrneron. I would like to ask one more question. 

Senator Kennepy. Yes. 

Senator Symrneton. Are there any differences with respect to long- 
term purchase contractual obligations between the various services? 
As I understand it, you say there are not? 

Mr. LanmMan. With respect to the most major items, sir, there is 
no difference, but there are some. 

Senator Symineton. Most major 

Mr. Lanman. Ships, aircraft, and so forth. 

Senator Symrneton. All on the same basis? 

Mr. LanMAN. Yes, sir, except that in the Navy and in 1 or 2 aspects 
of the maintenance and operations appropriations, there are some 
long-lead-time items which are financed by annual appropriations 
which we discussed here yesterday. This is not, however, compara- 
tively speaking, a large segment of our procurement. 

Senator Symrneton. I understand. In other words, the major 
things run across the board for all services; is that right ? 

Mr. Lanman. Major items. 

Senator Symineton. Thank you, Mr. Lanman. 

Senator Payne, would you care to ask any questions? 

Senator Payne. No, thank you very much. I know you are anxious 
to get up on the floor. This is an interesting subject. 

Senator Symineton. I would be very glad to yield to somebody who 
knows as much as you do. 
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Senator Payne. Thank you very much. The point that we have 
been discussing is the one I did leave out of the bill. I did say in the 
statement, which was read prior to your being able to come to this 
committee, my strong support, however, of this provision and urging 
the committee to give real consideration to adding it to the bill because 
it was needed. 

Let me just say, finally, that my interest in this goes back a long, 
long way because my start in life in this field came through the dis- 
tinguished father of the chairman of this subcommittee, Joseph P. 
Kennedy, who is a very distinguished gentleman. I worked with him 
for many years in theater operations. 

Senator Symineron. Thank you, Senator. 

The subcommittee will recess until 10 o’clock on Monday. 

(Whereupon, at 12: 05 p. m., the subcommittee adjourned. ) 
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MONDAY, MARCH 26, 1956 


Untrep Srares Senate, 
SUBCOMMITTEE ON REORGANIZATION OF 
THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 412, 
Senate Office Building, Washington, D. C., Senator Strom Thurmond, 
presiding. 

Present: Senators Strom Thurmond, Democrat, South Carolina; 
Norris Cotton, Republican, New Hampshire, and Thomas E. Martin, 
Republican, Iowa. 

Also present: Miles Scull, Jr., professional staff member; Glenn K. 
Shriver, professional staff member; Mrs. Kathryn M. Keeney, clerical 
assistant. 

Senator THurMonp. We will resume hearings today upon recom- 
mendations made by the Hoover Commission relating to improvements 
in the Government’s budgeting and accounting systems. 

The subcommittee will receive testimony this morning from repre- 
sentatives of the Bureau of the Budget, the General Accounting Office, 
and the Treasury Department on S. 3199, which would implement 
the Hoover Commission’s recommendations in these important areas. 

The chairman, Senator Kennedy, who is out of the city today, has 
asked me to express his appreciation and that of the subcommittee to 
the witnesses who were not heard on Wednesday last, and who have 
returned today to present their testimony. 

Now, just before we hear the first witness, Mr. William F. Finan, 
Assistant Director for Management and Organization, the Bureau 
of the Budget, we are going to give the Senator from New Hampshire, 
Senator Cotton, an opportunity to present a statement. 


STATEMENT OF HON. NORRIS COTTON, UNITED STATES SENATOR 
FROM THE STATE OF NEW HAMPSHIRE 


Senator Corron. Mr. Chairman, I wish to make a brief statement, 
as a member of the subcommittee and as a cosponsor of S. 3362, be- 
fore we hear the first witness, in order to bring out an important and 
heretofore unmentioned aspect of the bill. 

If enacted in substantially its present form, as I hope it will be, 
S. 3362 will reduce the amount of carryover funds available for ex- 
penditure after the end of the current fiscal year by an estimated $5 
billion. 

It will increase congressional control of the purse strings to the 
extent of $5 billion by requiring new appropriations from Congress 
before that amount can be spent. 
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Furthermore, the bill will reduce the balance of unused appro- 
priations available after the end of the next fiscal year by an addi- 
tional $2.5 billion, based on current estimates. 

These tremendous carryover balances have made it difficult both for 
Congress to gain control of the purse and for the executive branch to 
get control of Government spending. 

The President’s budget estimates that the amount of these funds 
which will be available at the beginning of the fiscal year starting 
July 1, 1956, is $47.6 billion. Passage of this bill would reduce 
that amount to an estimated $42.6 billion. 

The bill will further reduce the funds to be carried forward at the 
end of the 1957 fiscal year to an estimated $39.3 billion, just about half 
as much as they were when the Eisenhower administration took office. 

These reductions are accomplished in the bill by requiring all agen- 
cies to write off their books and return to the Treasury within 90 days 
after the end of the fiscal year all unobligated annual appropriations 
for that year. Under the present law, these amounts are available 
for expenditure by the departments and agencies for an additional 2 


ears. 

While these reductions will not actually affect the balancing of the 
budget, the fact that amounts of this magnitude will be written off the 
books of the various departments should aid in producing sufficient 
economies and savings. 

It also seems worth noting that the bill would result in additional 
direct savings which in the General Accounting Office alone will 
amount to about $600,000 a year. 

Mr. Chairman, I wanted to make that statement because I have been 
intensely interested in this bill and was one of its sponsors, and it 
seemed an amazing thing to me that it had such a far-reaching signifi- 
cance, not in savings, but in the bookkeeping of the Government. And 
I want to get that before the subcommittee. 

Senator Tuurmonp. We are indeed grateful to the able and dis- 
tinguished Senator from New Hampshire. 

Senator Corron. Thank you, Mr. Chairman. 

Senator Tuurmonp. Mr. William F. Finan, assistant director for 
management and organization of the Bureau of the Budget, is our 
first witness this morning on S. 3199. 

We are glad to have him with us and ask him to proceed. 

Mr. Frnan. Thank you, Mr. Chairman. I am very happy to be 
here this morning. 

Senator THurmonp. If you would like to introduce your associate, 
we would be glad to have you do so. 

Mr. Frnan. I am accompanied by Mr. William J. Armstrong, who 
is the Chief of the Accounting Group of the Bureau of the Budget. 
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STATEMENT OF WILLIAM F. FINAN, ASSISTANT DIRECTOR FOR 
MANAGEMENT AND ORGANIZATION, BUREAU OF THE BUDGET; 
ACCOMPANIED BY WILLIAM J. ARMSTRONG, CHIEF, ACCOUNTING 
GROUP, BUREAU OF THE BUDGET 


Senator TuHurmonp. Mr. Finan, would you care to summarize your 
statement? We will place your entire statement in the record. If 
you care just to summarize it for the purposes here, it might save time. 

(The prepared statement of Mr. Finan is as follows:) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., March 20, 1956. 
Hon. JoHN F.. KENNEDY, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Washington 25, D. CO. 


My Dear Mr. CHAIRMAN: This will acknowledge your letter of February 21, 
1956, inviting the Bureau of the Budget to comment on 8S. 3199, a bill “To 
improve governmental budgeting and accounting methods and procedures, and 
for other purposes.” 

This bill is based upon the budget and accounting report of the Commission 
on Organization of the Executive Branch of the Government. The Bureau of 


the Budget has the following comments to offer on the various provisions of 
S. 3199. 


AMENDMENTS TO THE BUDGET AND ACCOUNTING ACT, 1921 


Section 1 (a): This subsection adds additional language to section 213 of the 
Budget and Accounting Act of 1921. It is designed to implement recommendation 
No. 22 of the Hoover Commission Budget and Accounting Report. In making 
this recommendation, the Hoover Commission suggested amending the Budget 
and Accounting Procedures Act of 1950, to make the Bureau of the Budget 
responsible for developing comprehensive reports of the financial results of activi- 
ties for the Government as a whole and for each of its major component activities. 
Since this subsection amends the Budget and Accounting Act of 1921 and specifies 
the preparation of comprehensive reports showing financial results for activities 
of the departments and establishments, it is more limited in coverage than the 
Hoover Commission recommendation. Under the definitions of the 1921 act, the 
terms “departments and establishments” exclude the legislative branch and the 
Supreme Court. 

It should be noted that this recommendation is also the subject of separate 
pending legislation: H. R. 8236 and S. 3323, bills “To provide for comprehensive 
reports by the Bureau of the Budget with respect to all branches of the Govern- 
ment and the executive agencies thereof.” Both of these latter bills amend the 
Budget and Accounting Procedures Act of 1950 and, as indicated by their titles, 
their coverage is broader. 

The existing provisions of the Budget and Accounting Procedures Act of 1950 
require that the Secretary of the Treasury prepare reports that will “present 
the results of the financial operations of the Government” and this bill does not 
amend that requirement. This provision would, therefore, hold a potential for 
duplication of effort in the central agencies as well as undesirable effects in the 
operating agencies required to produce the necessary information. 

The development of an integrated system of financial reporting by the Federal 
Government that would avoid duplication of effort in the operating and central 
agencies is one of the major objectives of the joint accounting program. Progress 
has been and is being made in that direction, based on the cooperative efforts of 
the General Accounting Offiee, the Bureau of the Budget, the Treasury Depart- 
ment, and the operating agencies. Illustrative are recent improvements in the 
central reports issued by the Treasury Department. Work is currently underway 
on the development by the operating agencies of the kinds of financial informa- 
tion which will be needed to provide the basis of improved central reports of. the 
types recommended by the Hoover Commission. The Bureau of the Budget fully 
supports the objectives of the Commission in this respect. As the Commission 
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task force noted, however, this objective cannot be completely attained until the 
accounting systems throughout the executive branch have been developed suffi- 
ciently to produce the necessary data. 

In view of these facts we believe that legislation on this subject at this time 
would be premature. We recommend therefore that section 1 (a) be deleted 
from 8S. 3199. 

Section 1 (b): This subsection would amend section 216 of the Budget and 
Accounting Act of 1921 and would have the effect of writing into law four of the 
Hoover Commission recommendations. As amended, subsection (a) of section 
216 would require the use of cost based operating budgets by all departments and 
establishments as proposed in recommendation No. 3 of the Hoover Commission. 
Subsection (b) would require internal quarterly performance reports to the heads 
of departments and establishments; annual agency reports on the conduct of 
operations to the Bureau of the Budget; and an annual report from the Bureau 
of the Budget to the President on the performance of all departments and estab- 
lishments. This would enact recommendation No. 2 and the remainder of recom- 
mendation No. 3 of the Hoover Commission. Subsection (c) would direct the 
preparation of appropriation requests on a cost basis, consistent with the sugges- 
tions contained in Hoover Commission recommendation No. 6. Subsection (d) 
would require the submission of data on program costs and accomplishments 
and provide for review of organizational performance, thus covering that portion 
of the Commission’s recommendation No. 4 that is not already specified in the 
Budget and Accounting Act, as amended. 

The Bureau of the Budget is in agreement with the objectives of each of the 
Hoover Commission recommendations involved in section 1 (b) of S. 3199. Each 
of these proposals can, however, be implemented without specific legislation of 
the type proposed. 

With regard to the proposed section 216 (b), for example, the entire re- 
porting process has been given continuous attention by the Bureau of the 
Budget as part of its management functions and responsibilities. The Bureau 
has encouraged agency action in the development and internal use of suitable 
performance information for management and budgetary purposes. The com- 
plexity of agency operations and the variety of purposes to be served makes it 
undesirable, however, to fix the timing of internal reports in the manner pro- 
posed in this legislation. With respect to external reporting, the agencies regu- 
larly submit reports on the conduct of operations to the Bureau of the Budget 
as part of the budget process; and the Bureau submits pertinent information 
of this type to the President informally throughout the year and more formally 
during the period of annual budget formulation. 

The matter of improving performance reports is not so much one of prescrib- 
ing requirements as it is one of applying sufficient staff to the work to bring 
about more rapid accomplishment of the desired improvements. Work needs 
to be concentrated on determining the requirements to be met in relation to the 
information available at each level of operation, and on developing the neces- 
sary data in a form calculated to be most helpful to those who will use it. 
The President and other officials of the executive branch all now have adequate 
authority to obtain the reports and information which they require. In order 
to permit the development of reporting practices most suitable to the purposes 
to be served at each management level, the Bureau of the Budget would there- 
fore recommend against enactment of the proposed section 216 (b). 

The other proposed subsections—-216 (a), (c), and (d)—specify the use of 
costs for management and budgetary purposes. Costs are recognized as an im- 
portant element in management and budgeting in the executive branch and this 
Bureau in recent years has been encouraging the introduction of such data into 
the budget process. We understand by these subsections that reference is made 
to the type of cost-based budgets we have been introducing—showing costs re- 
eonciled to obligations. The use of cost information as proposed, however, is 
dependent upon the ability of agency accounting systems to produce such data. 
While the joint accounting program has made considerable progress in ad- 
vancing the cost concept throughout the Government, the installation in the 
agencies of accounting systems that develop such data will take a long time. 
This is recognized in section 2 (b) of this bill which requires such installations 
“as soon as practicable.” We believe that a similar provision should be in- 
eluded in subsections 216 (a), (c) and (d). In addition, we suggest the deletion 
of the last part of subsection (d) which requires a review of performance by 
organizational units whenever such units do not coincide with performance 
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budget classifications. This provision would add much detail inappropriate 
for inclusion in the budget document itself. Such material can be furnished 
the Congress as part of the budget justifications. With these changes the 
Bureau of the Budget has no objection to the enactment of subsections 216 
(a), (c) and (d). 

Section 1 (c): This subsection of S. 3199 adds a new section to title II of 
the Budget and Accounting Act of 1921. The language is directed toward partial 
implementation of the first recommendation in the Hoover Commission Budget 
and Accounting Report—more particularly that part concerned with staff assign- 
ments in the Bureau of the Budget. It directs the placement of Bureau em- 
ployees in the principal departments and establishments on a rotating basis, 
specifies that not more than two persons shall be placed in each principal sub- 
division of such units, and indicates that such persons shall possess the com- 
bined skills of a statistician, cost accountant, administrative expert, and pro- 
gram analyst. 

This subsection of the bill involves the all-important area of Bureau-agency 
relationships. For best results, the Bureau has found that relationships with 
the agencies must be based on cooperation and mutual understanding of the 
basic factors underlying the submission and presentation of agency budgets. 
Limited attempts toward the type of arrangement proposed have met with little 
success in the past. The enactment of legislation on this point would, we 
believe, have an undesirable effect on the cooperative effort required between 
this Bureau and the agencies in developing the executive budget. In addition, 
it would be difficult for the Bureau to meet the specifics of this section in terms 
of staffing and rotation of assignments and it would be virtually impossible to 
find persons with the stated qualifications. The Bureau therefore recommends 
against enactment of section 1 (c). It is proposed to adopt a substantial part 
of recommendation No. 1 by administrative action. 


AMENDMENTS TO THE BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Section 2 (a): This subsection covers Hoover Commission Recommenda- 
tion No. 5, which suggests further synchronization of agency organization, budget, 
and accounting classifications. This is a desirable objective, one that meets 
with full agreement throughout the executive branch when the principle is ap- 
plied on a practical basis. Since adoption of the performance budget concept, 
the Bureau of the Budget and joint accounting program staff have continuously 
emphasized this need. Considerable progress has been made and the agencies 
are directing efforts toward the resolution of existing problems in this area 
under instructions issued by the Bureau of the Budget. 

Experience has shown that this principle must be applied on an individual 
agency basis—striving for consistency to the extent feasible while recognizing 
the need for adequate budget presentation of the programs conducted by the 
agency. In view of the progress made to date, the governmentwide accept- 
ance of this objective, and the continuous attention being given this subject in 
the budget process, the legislation proposed would be unnecessary. Accord- 
ingly, the Bureau of the Budget recommends that section 2 (a) not be enacted. 

Section 2 (b): This provision has the effect of requiring each agency to main- 
tain an accrural accounting system, including appropriate monetary property 
accounts. The purpose of this requirement is to provide cost information to 
serve the management and budgetary needs of the agency and the Government. 
The section is based upon two of the Hoover Commission recommendations in 
the accounting area—Nos. 14 and 16. 

The maintenance of accounts on the accrual basis is generally recognized as 
the most suitable method of obtaining information that provides for full dis- 
closure of agency operations and financing. The installation of such systems 
has been one of the major objectives of the joint accounting program. By rea- 
son of the nature of the work involved, however, this is a long-range job-—which 
is recognized in the language of this subsection. In view of the relationship of 
this proposal to the legislation for cost-based budgeting contained in section 1 
(b) of this bill, the Bureau of the Budget similarly has no objection to the en- 
sections to the Budget and Accounting Procedures Act of 1950. These two new 
actment of section 2 (b). 

Section 2 (c): This portion of the proposed bill would add two additional 
sections would establish a Staff Office of Accounting in the Bureau of the Budget, 
headed by an Assistant Director for Accounting, who would be appointed by the 
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President and assigned specific duties ; and would authorize and direct the head 
of each executive agency to provide for the appointment of a comptroller who 
would similarly be assigned specific duties. This reflects Hoover Commission 
Recommendation Nos. 10 and 11, which are also the subject of separate pending 
legislation: H. R. 7209, H. R. 7338, S. 2369, and S. 2480, bills “To provide for 
improving accounting in the executive branch of the Government, and for other 
purposes.” 

The substance of recommendation Nos. 10 and 11 is very fundamental to the 
general purpose of the report on budget and accounting. Assistant Director 
Rappaport has recently been designated as responsible for expanding the Account- 
ing Group of the Bureau of the Budget and implementing these recommendations. 

It is our understanding that the purpose of the Hoover Commission recom- 
mendations on this subject was to propose these organizational arrangements for 
consideration of the heads of the affected agencies, rather than to suggest the 
passage of legislation on the matter. This subsection, however, would prescribe 
by law the internal organization and functions for financial management in the 
executive agencies. This runs counter to the principle of organizational flexibility 
refiected in the recommendations of the first Hoover Commission, which were 
strongly endorsed by the Congress in subsequent legislative enactments. In 
order to provide for the most practicable and efficient operation in each agency, 
the responsible head of the organization should be permitted flexibility in the 
assignment of functions and duties, rather than to have a rigid organization pat- 
tern imposed by law on his fiscal organization. 

Moreover, the provision for presidential appointment of an Assistant Director 
for Accounting in the Bureau of the Budget, as prescribed in this legislation, is 
inconsistent with the present method of appointing assistant directors. Appoint- 
ments are now made by the Director of the Bureau of the Budget and we con- 
sider that to be the appropriate method. 

The Bureau of the Budget feels that this legislation is undesirable and there- 
fore proposes deletion of section 2 (c) of S. 3199. 


ADDITIONAL PROVISIONS 


The remaining three sections of this bill establish new basic legislation in the 
area of budgeting and accounting in the Federal Government. 

Section 3: This section establishes the intent of Congress that the Govern- 
ment’s allotment system should be simplified, with the objective of establishing a 
single allotment for each operating unit in an agency. This would directly imple- 
ment Hoover Commission Recommendation No. 13, which has met with complete 
agreement in the executive branch. 

A single allotment for each operating unit is desirable from the management 
standpoint and is urged where practicable to provide maximum flexibility in the 
conduct of operations. Effective progress has been made, particularly in the in- 
stallation of accrual accounting systems. In such installations, allotments are 
generally established for fund control at the highest practical level, with sub- 
ordinate cost accounts utilized for operational control purposes. 

While this work has proceeded and could continue on the basis of administra- 
tive direction, the Bureau of the Budget would have no objection to enactment of 
this section of the bill in view of its relationship to the provision for adoption of 
accrual accounting. 

Section 4: This part of this proposed legislation prescribes the use of a single 
account for liquidation of valid obligations under each appropriation or fund in 
the respective executive agencies. This represents a direct legislative statement 
of Hoover Commission Recommendation No. 17, which is directed toward sim- 
plification of existing accounting requirements. 

Legislation is necessary to enable implementation of this Hoover Commission 
proposal, and a bill suitable for this purpose has been developed under the joint 
accounting program. This proposal has been introduced as separate legislation, 
designated as H. R. 9593 and S. 3362. This separate legislation not only would 
provide for a desirable simplification in the maintenance of appropriation ac- 
counts, but would also carry out Hoover Commission Recommendation No. 
18—which is not covered by S. 3199. This latter recommendation suggests the 
settlement of valid claims within the agencies rather than by the General Ac- 
counting Office. 

The proposed bills mentioned immedately above differ from the provisions of 
section 4 of 8S. 3199 in that all prior year accounts under a single appropriation 
would be merged into one account but would be kept separate from the current ap- 
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propriation. This relatively minor deviation from the Hoover Commission pro- 
posal is considered desirable to avoid the possibility of augmentation of current 
year funds by excess obligating authority accruing from prior year appropriations. 

In view of these considerations, the Bureau of the Budget recommends the dele- 
tion of section 4 from S. 3199; but suggests favorable consideration of the separate 
legislation identified above in order to attain the accounting simplifications 
desired. 

Section 5: The last section of this bill would require the Comptroller General 
and the Director of the Bureau of the Budget to make joint studies of steps to 
eliminate duplicate accounting within the Treasury Department and between 
that Department and other agencies and of internal auditing in executive agen- 
cies; and to report to the Congress on their findings within 2 years of enactment 
of the legislation. This is directed toward accomplishment of Hoover Commis- 
sion Recommendations Nos. 20 and 25. 

As previously pointed out, the improvement of central accounting and report- 
ing has been a major activity under the joint accounting program since its in- 
ception. Work is currently under way on installation of a system designed to 
eliminate duplicate accounts within the Treasury Department. As for the 
elimination of duplicate accounts between Treasury and the agencies, this is a 
matter of current concern to a joint working group established for the simplifi- 
cation of the central accounting and reporting processes. This group has as a 
primary objective the elimination of such duplicate accounts as soon as such 
action is feasible. A joint study like that proposed, therefore, seems to us to be 
unnecessary. 

The subject of internal auditing has also been given continuous attention 
under the joint accounting program. It has been recognized as a basic element 
in the internal control systems required in the agencies by the Budget and 
Accounting Procedures Act of 1950. In this framework, the internal audit 
practices of the agencies are under continuous study by General Accounting 
Office staff in the conduct of their comprehensive audit program. Their findings 
and recommendations on this subject are included in the audit reports prepared 
for submission to the Congress. Nevertheless, as a result of the Hoover Com- 
mission proposal, a special study such as that proposed here will be considered 
by the central agencies conducting the joint accounting program. 

In view of the circumstances and the fact that these are one-time investiga- 
tions, legislative provision for the conduct of these studies is unnecessary. The 
Bureau of the Budget, therefore, recommends against enactment of section 5 of 
the bill. 


SUMMARY 


After thorough consideration of the proposed 8S. 3199, the Bureau of the Budget 
is of the opinion that while the basic objective of this bill is meritorious and 
highly desirable, most of the proposed actions can be accomplished more readily 


and appropriately by administrative action. However, as indicated above, the 
Bureau of the Budget would have no objection to the enactment of those sections 
of the bill that provide for the use of accrual accounting and cost-based budget- 


ing. Such legislative provisions would firmly establish these principles for use 
in governmental budgeting and accounting, which would in turn support current 
efforts under the joint accounting program, and provide a stimulus for further 
implementation of other Hoover Commission proposals relating to budgeting and 
accounting. 
Sincerely yours, 
Row.anp Hvueues, Director. 

Mr. Finan. I understand, Mr. Chairman, that the subcommittee 
members have had an opportunity to review the report of the Budget 
Director on S. 3199, which deals with the various provisions of the 
bill very extensively, so that this morning I think a very brief com- 
ment by me will be all that is necessary, and then we will be available 
to answer any questions which the committee may care to ask. 

In summary, the Bureau’s position on this bill is as follows: 

We find ourselves generally in complete nee with the over- 
all objective of this piece of legislation, which is to provide an addi- 
tional basis for further modernization and reform of the Govern- 
ment’s budget and accounting procedures. 
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We find upon review of the specific provisions of the bill, however,. 
Mr. Chairman, that many of them, in our judgment, are unnecessary 
in that there is already an adequate legal basis for the work which 1s 
currently going forward in the areas that are covered in the various 
sections of this bill. 

There are, however, several sections which were specified in the 
Director’s report, which the Bureau would have no objection to seeing 
enacted into legislation, in that they would provide, in some limited 
respects at least, additional legislative sanction or, you might say, 
congressional blessing for work upon various aspects of the Givers. 
ment’s budgeting and accounting procedures, where there is quite 
general agreement as to what our objectives are. 

Those sections generally deal with the provisions that would pro- 
vide for the use of accrual accounting and cost-based budgeting in the 
executive branch of the Government. 

I think that is about as near as I can get to a capsule summary of 
our position on this bill, Mr. Chairman. 

Senator THurmonp. Mr. Finan, how would an accrual account- 
ing system work ? 

Mr. Finan. The basic feature of an accrual accounting system, 
Mr. Chairman, would be one that would take into account goods and 
services received or consumed in connection with the execution of a 
particular program of Government, in contrast to what might be called 
obligation accounting, which primarily takes into account commit- 
ments that the Goverenment makes to spend or, in other words, orders 
placed or contracts Jet, and that sort of thing. 

One of the big areas of the Government where this form of account- 
ting is of particular significance is where inventories are of major 
importance in connection with the program. 

Senator THurmonp. What is the difference between our present 
obligation system and the accrual accounting method of recording 
obligations? 

Mr. Finan. Principally, Mr. Chairman, that we currently primarily 
base our accounting upon an agency’s obligations under a particu- 
lar appropriation. In other words, you obligate funds when you 
issue an order or you sign a contract. In many cases, as you know, 
it may be months, and in some of our big programs where lead time 
is of very great importance, even years, before an item is delivered 
and the Government then either concurrently or subsequently is billed 
and has to pay for it. Accrual accounting places primary emphasis 
upon the rate of both goods and services. 

Senator Tuurmonp. What advantage to the Government will result 
if we adopted a cost-based budgeting and an accrual accounting 
system ? 

Mr. Frnan. Principally in our opinion, Mr. Chairman, increased 
precision in control over the program itself and, as I have stated, 
in taking into account the rate of consumption of inventories. 

To illustrate, an agency that begins a fiscal year and ends it with 
an inventory of about the same valne would require, let us say, for 
the sake of illustration, $1 million. That same agency, if during that 
year it reduced its level of inventory by. again for the sake of illus- 
tration $500,000, would only actually require an additional $500,000 
in funds to carry out the same program. 
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When you are concentrating strictly on obligation accounting, 
neither the expansion nor the contraction of inventory is taken account 
of in a determination of what a current year’s eee requirements 
may be. 

Senator THurmonp. Senator Cotton, do you have any questions 
you would like to ask? 

Senator Corron. I noticed you used the phrase in your brief sum- 
mary of obtaining congressional blessing on this method. Do I as- 
sume from that that these changes could have been made without a 
statute passed by Congress? You could have put it into effect 
yourselves ? 

Mr. Finan. These changes, Senator Cotton, installation of account- 
ing on the accrual basis, are actually going forward at the present 
time. They are proceeding at a rate, however, which many consider to 
be inadequate. That was certainly the position of both the Hoover 
Commission itself and its task force. 

I think it is a fair statement to say that in the main, the Hoover 
Commission recommended little in the way of a change in current 
policies or current objectives in our program for improving the Gov- 
ernments accounting and budgeting procedures. Their primary con- 
sideration ran to the rate at which these improvements were being 
placed into effect. 

Senator Corron. We are merely writing in the statute, and by pass- 
ing the statute, adding impetus to something that you already can do 
and are doing ? 

Mr. Finan. That is correct, sir. 

Senator Corron. Thank you, Mr. Finan. 

Senator Tuurmonp. Do you have any questions, Mr. Scull ? 

Mr. Scout. Mr. Finan, the Hoover Commission in its report on 
budgeting and accounting, estimates that the total savings which might 
accrue to the Federal Government if all the Hoover Commission rec- 
ommendations in this area were effectuated would amount to approxi- 
mately $4 billion. Have you any comment to make upon that estimate ? 

Mr. Finan. Well, the first comment, Mr. Scull, is that it was my im- 
pression that it was not the Hoover Commission that made that esti- 
mate. It was the task force. The Hoover Commission printed it. 
But I understand the Commission was rather careful all the way 
through not to have the Commission itself specifically endorse any 
savings estimates. 

Secondly, the task force apparently merely took the position that 
we have got an extremely large budget, and it would seem reasonable 
to assume that if you improved your budgeting and accounting pro- 
cedures, you ought to be able to save, and I think they took a relatively 
small percentage figure, and applied that to the total budget, and esti- 
mated possible savings at about $4 million. 

Mr. Scutu. $4 billion, I believe, sir. 

Mr. Frnan. $4 billion: correct. 

Tt is just a sweeping kind of estimate which you can neither support 
nor attack, so to speak, because there is no underpinning to it to analyze 
and determine how much validity there is to it. 

Mr. Scutu. Do you believe the Bureau of the Budget could substan- 
tiate that estimate or document it? 
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Mr. Finan. I would doubt it very much. I do not see how it lends 
itself to documentation. 

Mr. Scutu. That is all, Mr. Chairman. 

Senator Tuurmonp. Thank you very much, Mr. Finan. 

Mr. Finan. Thank you, Mr. Chairman. 

Senator THurmonp. Mr. Robert F. Keller, from the General Ac- 
counting Office. Mr. Keller is assistant to the Comptroller General 
of the United States. 

Mr. Keller, come forward, please. I believe you are accompanied 
by Mr. Brasfield, are you not? 

Mr. Ketirer. Mr. Chairman, Mr. Brasfield will give the position 
of the General Accounting Office on S. 3199. 

Senator THurmonp. We will be glad to hear Mr. Brasfield. 

Mr. Brasrrevp. Thank you, Mr. Chairman. 


STATEMENT OF KARNEY A. BRASFIELD, ASSISTANT TO THE COMP- 
TROLLER GENERAL OF THE UNITED STATES, ACCOMPANIED BY 
ROBERT F. KELLER, ASSISTANT TO THE COMPTROLLER GENERAL 
OF THE UNITED STATES 


Mr. BrasFievp. Mr. Chairman, I will follow the course of action you 
suggested to the previous witness if you so desire. 

Senator Tuurmonp. It will be all right to summarize and place your 
entire statement in the record. 

(The prepared statement of Mr. Brasfield is as follows:) 


STATEMENT OF KAaRNEY A. BRASFIELD, ASSISTANT TO THE COMPTROLLER GENERAL 


Mr. Chairman and members of the subcommittee, we appreciate the oppor- 
tunity to appear before you to discuss S. 3199, S. 2369, and S. 2480, which are 
designed to implement certain of the recommendations contained in the budget 
and accounting report of the Hoover Commission. We will deal first with S. 3199 
which is the broadest one of the three bills. 

We regard S. 3199 as basic legislation designed primarily to set forth general 
policies and objectives. Most of these policies and objectives would be put into 
practice under rules and procedures to be developed by the Bureau of the Budget 
and, in some cases, by the Comptroller General. In other words, the bill would 
prescribe no hard and fast procedures and the practical aspects would need to 
be worked out in collaboration with the agencies in the same general manner as 
other similar provisions of law are now applied. Moreover, there must neces- 
sarily be an evolutionary approach to the attainment of the objectives contem- 
plated by the bill because not all agencies now have the necessary tools in the 
form of systems of programing, budgeting, and accounting that would be re- 
quired. It is believed, however, that a statement of objectives of the character 
contained in the bill would do much to hasten the development of such working 
tools. 

Section 1 (a) relates to comprehensive reports other than purely fiscal reports 
to be prepared by the Director, Bureau of the Budget. 

Inasmuch as this section pertains to the operations of the Bureau of the 
Budget in the discharge of its own responsibilities, we believe this is a matter 
which can best be determined by the Bureau and the Congress. We suggest the 
desirability, however, that such information be obtained through the regular 
budgetary processes and be included in the President’s annual budget. 

Section 1 (b). This section would amend section 216 of the Budget and Ac- 
counting Act, 1921. If cost based budgets were used for management purposes 
in making fund allocations within the departments and establishments as pro- 
posed by section 216 (a), the information submitted for budgetary purposes 
would be substantially more meaningful. We endorse this proposal and will 
develop our discussion of it more fully in our comments on section 216 (c). 
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As to the proposed section 216 (b), we believe the President should be kept in- 
formed in a timely manner of significant factors relating to the operating agen- 
cies of the executive branch . However, the annual consideration of the budget 
would seem to be an appropriate vehicle for this purpose and we doubt the need 
for a separate report. We believe that the major program or bureau level is 
ordinarily the most meaningful basis for reporting purposes. 

Proposed sections 216 (c) and (d), if effectively carried out, would offer a 
great opportunity for improvement in the financial management of executive 
agencies. Briefly, the more important advantages from the use of cost data in 
budgeting are: 

1. Cost data (based on man-days worked, materials used, etc.) can be directly 
related to work accomplished in prior periods and offers a basis for comparison 
with proposed plans. 

2. A proposed work plan (budget) stated in terms of costs (resources to be 
consumed) can be realistically evaluated against new money requirements by 
taking into consideration inventories and other resources on order and on hand 
at the beginning and those resources to be carried over for use in subsequent 

riods. 

8. Cost data can be related to the responsibilities of each segment of the 
organization and its accomplishments. 

4. Cost budgeting permits maximum opportunity for exercise of management 
initiative and precludes need for rigid fund control (on a detailed basis) with 
its deadening influence. 

In using the term “cost based budgets” we understand it to have equal appli- 
cation to capital acquisitions and construction as it does to day-to-day operations, 
For example, a cost based budget for a procurement activity would relate to the 
cost of the items being procured or the cost of producing an article or a service. 
Cost budgeting need not be restricted to consumption operations. However, in 
considering consumption operations, there is obviously a limit to which the 
concept can be carried and still have a practical value. For example, careful 
consideration would need to be given to the extent to which the inclusion of 
depreciation as a cost would serve a useful purpose in the presentation of budgets 
to the Congress. This is particularly true with respect to the activities of the 
Department of Defense. The value and utility of cost based budgets are certainly 
not dependent upon the application of depreciation concepts to military hardware. 

The primary advantage of budgeting on a cost basis to both management 
and the Congress is that total resources to be used (on hand, on order, and to 
be procured) are reviewed rather than limiting the budget review processes to 
new money in the form of an appropriation request. In terms of numbers of 
activities or appropriations, there is a relatively close relationship between 
obligations, expenditures and costs in those many operations primarily concerned 
with personal services. On the other hand, dollarwise, the greatest significance 
attaches to those appropriations relatively few in number but which provide 
for operations involving vast quantities of materials and physical assets. Major 
procurement, construction and research, and development ordinarily fall in the 
latter category and it is in these areas that budgeting on a cost basis would 
produce major savings, although its adoption would improve financial manage- 
ment in many other areas to a lesser degree. 

It should be noted that agency budgets can be formulated and administered 
on a cost basis under present practices of stating appropriation authorizations 
on an obligation basis and this is currently being done in some cases. The cost 
presentation is confined to the justification material in the greater number of 
such instances. However, the impetus to furnish cost data to the Congress 
would be greatly enhanced by teaming up the cost based budget with the pro- 
posal for stating appropriations on an accrued expenditure basis as proposed 
in recommendation No. 7 of the Hoover Commission Report on Budget and 
Accounting. This would provide the best opportunity for improved correlation 
of programing, budgeting, and accounting. We strongly recommend the inclusion 
in this bill of further amendments to provide for stating appropriations on an 
accrued expenditure basis. 

The best basic approach to a review of the budget is one which provides for 
(1) consideration of a proposed work plan or program to be accomplished, (2) 
what was accomplished in preceding periods and (3) costs for both in terms of 
total resources consumed. With this point of departure the budget can then 
be assessed in terms of (a) costs to be incurred, (b) resources already available 
in terms of inventories, etc., plus carried over funds, and (c) new money or 
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authority needed. The essential difference in this approach, which ties in with 
the recommendations for cost budgets and accrued expenditure appropriations, 
as contrasted with present practices based on appropriations stated in terms of 
obligation authority is the degree of emphasis which the latter places on new 
money rather than total resources to be consumed ani the extent of resources 
already available. 

The advantages of placing appropriations on an accrued expenditure basis 
are both tangible and intangible. The annual budget surplus or deficit is deter- 
mined on the basis of expenditures. Bstablishing a direct correlation between 
annual appropriations and expenditures vests in the Congress a much greater 
opportunity to control the level of operations during a particular budget year. 
This would mean the elimination of the vast carryover balances now available 
for expenditure at the discretion of the executive agencies, The present situa- 
tion concerning available balances stems from the fact that congressional 
control through appropriation authorizations and Budget Bureau control through 
apportionments are both stated in terms of authority to obligate rather than 
budgeted work plans for the cost of goods and services estimated to be received. 

It is inherent in the recommendations under discussion that congressional 
authority be granted for the advance planning which necessarily precedes the 
phase of operations covered in an annual accrued expenditure budget. In the 
past, this authority has been termed contract authorizations but it is a significant 
fact that heretofore both contract authorizations and subsequent appropriations 
were stated in terms of obligational authority whereas under the recommenda- 
tions herein being considered only the initial authorization would be stated in 
terms of the broad and difficult to apply concept of obligations whereas annual 
authority could be stated much more definitely in terms of accrued expenditures 
because of the time factor. It is essential that the initial authority which may 
cover a forward period, sometimes as great as 5 years or more, be in the most 
flexible terms and requests for such authority obviously cannot be supported 
with detailed plans. On the other hand, as these plans take shape in succeeding 
years much more precise planning and authorizations are practical when stated 
in terms of accrued expenditures. Thus, the current recommendations are not, 
nor need not be, viewed as a return to prior practices during the period when 
contract authorizations were prevalent and significant weaknesses were apparent. 

Section 1 (c): The proposed section 218 of the Budget and Accounting Act, 
1921, pertains to the operations of the Bureau of the Budget in the discharge of 
its own responsibilities and primarily involve management decisions affecting 
that Bureau. We believe these are matters which can best be determined by the 
Bureau and the Congress and, accordingly, we offer no specific views in the 
matter. 

Section 2 (a) :-Our comments above on the proposed sections 216 (c) and (d) 
are equally applicable to this section 2 (a). We, therefore, endorse the objective 
to obtain consistency in organizational structure, budget classifications, and ac- 
counting systems within each executive agency. 

Section 2 (b): We endorse this amendment to section 113 of the Budget and 
Accounting Procedures Act of 1950. The maintenance of accounts on an accrual 
basis is one facet which is essential to the accomplishment of the objectives set 
forth in other sections of the bill. Experience under the joint accounting im- 
provement program clearly indicates that the accrual basis, when applied to sig- 
nificant items, is a major factor in providing better control over resources and 
liabilities and is an essential element in obtaining adequate cost data. Our State- 
ment of Accounting Principles provides for the appropriate use of the accrual 
basis. We also believe that adequate monetary property accounting records, as 
an integral part of accounting systems, are essential to several other proposed 
amendments such as accrual accounting, cost budgeting, etc., as well as the spe- 
cific advantages to management which will result from adequate financial ac- 
counting for property. 

Section 2 (c): The proposed section 120 of the Budget and Accounting Pro- 
cedures Act of 1950 would establish a “Staff Office of Accounting” in the Bureau 
of the Budget. The objective of this recommendation, as we understand it, is 
to afford a means by which the executive branch can more effectively meet its 
responsibilities to stimulate improvements in accountnig. The recommendation 
recognizes a need for continuing joint action of the executive and legislative 
branches as now provided for under the joint program for improving accounting 
in the Federal Government. The Budget and Accounting Procedures Act of 1950 
recognized the coordinate responsibilities of agency management, the Secre- 
tary of the Treasury, the Director of the Bureau of the Budget, and the Comp- 
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troller General, for making continuing improvements in the financial manage- 
ment of Federal Government activities. 

Within the executive branch the head of each executive agency is assigned the 
responsibility by section 113 (a) of the Budget and Accounting Procedures Act 
of 1950, of establishing and maintaining adequate systems of accounting and 
internal control in conformity with the principles, standards and related re- 
quirements prescribed by the Comptroller General as referred to therein. Added 
emphasis on getting the job done Government-wide could be very helpful in 
expediting progress if appropriately carried out. We do not believe, however, 
that specific legislation is required in order for the Bureau of the Budget to 
undertake action of the character provided for in the legislation. Moreover, 
we question the desirability of specifically providing for an organizational unit 
and for the position of Assistant Director for Accounting by statute. It is our 
observation that such statutes are likely to become outmoded when organiza- 
tional provisions are included therein. 

The new section 121 of the Budget and Accounting Procedures Act of 1950, 
also proposed by section 2 (c) of the bill, would provide for the appointment of 
a comptroller in each executive agency. We endorse the emphasis placed on the 
financial management function in each executive agency which is the apparent 
objective of the proposed section 121. However, because of the wide divergence 
in size, functions, and existing organizational patterns in the many executive 
agencies, it is doubted that any single pattern of organization will fit all agencies. 

Section 3: The simplification of the allotment system for allocating funds is 
sound and most desirable. The existing unwarranted subdivision of funds is 
one of the greatest deterrents to improved financial management. We believe 
that administrators may be willing to forego the type of control associated with 
many present allotment systems when accounting systems have been installed 
to provide costs as a basis of operating control, Better programing tied in with 
improved accounting through the development of budgets based on costs, as pro- 
posed by this bill, should serve to answer this problem. 

Section 4: This section would require each executive agency to maintain a 
single account under each appropriation title or fund. We endorse the objective 
of this proposal but feel that it should be adopted for only appropriations or funds 
which are stated on an accrued expenditure basis. We strongly favor the use of 
two accounts where such accounts are not stated on an accrued expenditure basis. 

Section 5: This section would provide for a joint study by the Bureau of the 
Budget and the General Accounting Office relating to accounting and internal 
auditing. Much has been accomplished in these areas in the past by the General 
Accounting Office both on its own and under the joint accounting improvement 
program with the Bureau of the Budget and the Secretary of the Treasury. This 
work is carried on as a regular part of our comprehensive audit program and 
in the discharge of our accounting systems responsibilities. We expect to con- 
tinue these studies and investigations. The results of these efforts are made 
available to the Congress through our regular reporting processes, but we would 
be pleased to cooperate with the Congress in any special effort having as its 
objective the improvement of accounting and internal auditing. 

S. 2369 and S. 2480 are identical bills designed to implement recommendations 
Nos. 10, 11 and 12 of the budget and aceounting report of the Hoover Commission. 
The objectives and most of the provisions are identical with sections 120 and 121 
of S. 3199 which were covered in our discussion of that bill. S. 2369 and S. 2480 
would provide for the Assistant Director for Accounting to be appointed by the 
President, by and with the advice and consent of the Senate. These two bills also 
would provide by statute the compensation of the comptroller to be appointed 
by the head of each executive agency. As stated before, although we agree with 


the objectives sought, we doubt the desirability of this legislation for the reasons 
cited earlier. 


Mr. Brasrreitp. We appreciate the opportunity to appear before you 
to discuss S, 3199, which is designed to implement certain of the recom- 
mendations contained in the budget and accounting report of the 
Hoover Commission. 

We regard S. 3199 as basic legislation designed primarily to set 
forth general policies and objectives. Most of these policies and 
objectives would be put into practice under rules and procedures to 
he develoned by the Bureau of the Budget and, in some cases, by the 
Comptroller General. 
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In other words, the bill would precribe no hard and fast procedures, 
and the practical aspects would need to be worked out in collaboration 
with the executive agencies in the same general manner as other 
similar provisions of law are now applied. 

Moreover, there must necessarily be an evolutionary approach to 
the attainment of the objectives contemplated by the bill because not 
all agencies now have the necessary tools in the form of systems of 
programing, budgeting, and accounting that would be required. 

It is believed, however, that a statement of objectives of the char- 
acter contained in the bill would do much to hasten the development 
of such working tools. 

That, perhaps, is the important aspect of the legislation. In the 
parts of the bill that I will touch on briefly—— 

Senator Corron. Mr. Chairman, could I be permitted to interrupt 
the witness for 1 second ? 

Senator THurmonp. Yes. 

Senator Corron. Would you mind ? 

Mr. Brasrievp. I would be glad to have you doso. 

Senator Corron. Before you go into the details, your summary of 
the necessity and the impact of this legislation is not quite clear to me. 
I understand you to say, as Mr. Finan said, that the reforms or the 
changes contemplated in this bill that could be done without con- 
gressional action were being done to a certain extent, but that the 
passage of this bill would set up a general statement of objectives and 
would also give you certain oaaaen tools that you did not have before. 

What do you mean by that last statement ? 

Mr. BrasFrevp. I meant to indicate this, sir, that knowing that this 
is the direction in which Congress wants to proceed, it will cause 
agencies to get busy and improve their accounting system to provide 
the framework and the base on which good cost budgeting and the 
things that go with it can come much more promptly. 

I might illustrate that, for example, sir, in this way: 

About a year_and a half ago, the Appropriations Committee of the 
Senate indicated interest in real property, and provided for the com- 
mittee to get together a report on it. The stimulus of that interest 
has done more to get accounting for property on the books than any 
other single thing I know. 

Senator Corron. You mean that until Congress or its committees 
begin to show a determined and active interest in a certain reform in 
our fiscal methods, it is difficult for the Bureau of the Budget and the 
General Accounting Office to bring about those reforms because it is 
difficult for them to get the prompt and enthusiastic cooperation of 
other departments? Isthat a just statement ? 

Mr. Brasrretp. I would add to that in this way, sir, if I may, that 
it depends on the department. In some cases you do not need that 
kind of stimulus. In others you need it very much. 

Senator Tiuurmonp. Senator Cotton, excuse me just a minute. 
Would you mind taking the chair for about 10 minutes? I have been 
called to my office. 

Thank you. 

Senator Corron (presiding). I do not want to delay your testi- 
mony, but I just cannot help but wonder, if this is so good, why it 
has not been done before, and, if it has been the desire of the Bureau 
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of the Budget, the Accounting Office, and the fiscal agencies to do it, 
why it is necessary that Congress act, and what would be the signifi- 
cance of Congress’ action. I want to understand clearly. Please 
understand me. I was not criticizing, but I was just trying to under- 
stand clearly the necessity and the impact of congressional action, 

Mr. Brasrrevp. I would sum that up, sir, in this way: that we are 
moving ahead with these things. We tte made substantial progress 
in some areas. Making it a part of the Budget process, for example, 
in the case of cost budgeting, and putting it in the Budget document 
as opposed to putting it in the justification material will add a great 
deal of stimulus. 

Also, as it is now with the present budgeting practices, there is liable 
to be the feeling on the part of the agencies of an element of duplica- 
tion on presenting the Budget on both the cost and an obligation basis, 
whereas, if they know that the Congress wants them on a cost basis, it 
will greatly stimulate that activity. That in turn will make them want 
to have the kind of accounting that will support those cost. budgets. 

In other words, it is a chain reaction proposition. It will add a great 
deal of strength to the effort. 

Senator Corron. In other words, this bill amounts to a mandate to 
the agencies to do something that they already had the power to do? 

Mr. Brasrrevp. That is right. 

Senator Corron. Excuse me for interrupting. Go ahead, please. 

Mr. Brasrrevp. There is another aspect that I will come to in a few 
minutes that I think may tie it together with congressional action 
more strongly, too. 

Just to dwell briefly on the cost budget provisions, we think the 
important advantages in the use of cost data are briefly these: That 
cost data, based on man-days worked, materials used, and other phys- 
ical measurements of that sort, can be directly related to work that 
is accomplished in prior periods, and offers a basis for comparison 
with the present work plan. 

The cost data can be related to the responsibilities of segments of 
the organization, and cost budgeting permits the maximum opportu- 
nity for the exercise of management initiative in that it permits the 
agencies to get away from as great a tendency toward rigid fund con- 
trol, which in turn is one of the most deadening influences that we have 
in endeavoring to get better management through the use of account- 
ing as mec to approaching the problem totally through the ques- 
tion of fund control. 

There is one other facet to this that we feel is important, and perhaps 
so that there will be no misunderstanding of what our interpretation 
of cost-based budgets is, I would like to introduce this thought: 

In using the term “cost-based budgets,” we understand it to have 
equal application to capital acquisitions and construction as it does 
to day-to-day operations. For example, a cost-based budget for a 
procurement activity would relate to the cost of the items being pro- 
cured or the cost of producing an article or service. Cost budgeting 
need not and should not be restricted to consumption activities. How- 
ever, in considering consumption activities, there is obviously a limit 
to which the concept can be carried and still have a practical value. 

For example, careful consideration would need to be given to the 
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extent to which the inclusion of depreciation as a cost would serve 
a useful purpose in the presentation of the Budget to Congress. 

This is particularly true with respect to the activities of the Depart- 
ment’ ‘of Defense. The value and utility of cost-based budgets are 
certainly not dependent upon the application of depreciation, and 
particularly to military hardware. I make that as a point of 
clarification. 

In coming to the question of the need for congressional action, 
perhaps our views are somewhat different from those of other wit- 
nesses, in that we believe that the impetus to furnish cost data to 
Congress would be greatly enhanced by teaming up the cost-based 
budget with the proposal for stating appropriations on an accrued 
expenditure basis as proposed in recommendation No. 7 of the Hoover 
Commission Report on Budgeting and Accounting. 

We think this would provide the best vehicle for improved cor- 
relation of programing, budgeting and accounting. We strongly 
recommend the inclusion in this bill of further amendments to pro- 
vide for stating appropriations on an accrued expenditure basis. 

Now, the question has been raised in previous testimony as to 
whether we were ready for that or not. We do not believe you will 
ever be ready at one time to sweep across the board. It is the kind 
of reform that should be taken item by item, and we think the ap- 
propriate way to do that is to put the idea in legislation, and then 
have it implemented as the agencies are ready for it, by the Bureau 
of the Budget, as other improvements are put into effect. 

Senator Corron. Now, you are referring to recommedation No. 7 
of the Hoover Commission, which is that the executive budget and 
congressional appropriation be in terms of estimated annual accrued 
expenditures, namely, charges for the cost of good and services esti- 
mated to be received ? 

Mr. Brasrrevp. That is right, sir. 

Senator Corron. Now, that recommendation is not at present in- 
corporated in this bill in its present form; right? 

Mr. Brasrretp. That is right, sir. 

Senator Corron. And it is your suggestion that this bill ought to 
be amended to include that recommendation ? 

Mr. Brasrrerp. That is right, sir. We think it will give strength 
and life to the other recommendations in the bill. 

Senator Corron. Now, you indicate first that perhaps some other 
agencies do not agree with you on this point? 

Mr. Brasrretp. We have in our testimony, as contrasted with those 
that you have heard ahead of us, expressed more enthusiasm for going 
ahead immediately with that provision than other witnesses. 

Senator Corron. You have also said that if this were included in 
the bill. you would not expect that it could be implemented overnight? 

Mr. Brasrrevp. That is right. 

Senator Corron. Tt would take a little time? 

Mr. Brasrrerp. That is right. 

Senator Corron. But it will be implemented and put into effect much 
more rapidly, if it goes into this bill; right ? 

Mr. Brasrrevp. That is right. sir. 

Senator Corron. Now, would you in ordinary terms for a layman 
tell us, sir, so that we can understand just what this implies, if you 
have any idea of what we would say ? 
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Mr. Brasrtetp. I will address myself first to the change it would 
make in the character of the appropriation. 

Senator Corron. You have not put the amendment in ? 

Mr. Scutz. No,sir. It is notin the bill. 

Senator Corron. Is it in the record ? 

Mr. Scutu. No, sir. To clarify this, Mr. Brasfield, you are propos- 
ing that such an amendment be incorporated in the bill, are you not? 

Mr. Brasrtevp. That is right, sir. 

Mr. Scurx. That amendment has not been presented by the General 
Accounting Office to the staff of this subcommittee, has it ? 

Mr. Brasrretp. That is right. 

Mr. Scutzi. Would the GAO prepare such an amendment and sub- 
mit it to the subcommittee for its consideration ? 

(The amendment, to which reference is made above is incorporated in 8. 3897, 
introduced May 21, 1956, by Senators Kennedy, Payne, et al., which supersedes 
S. 3199.) 

Mr. Brasrretp. We will be happy to. 

Senator Corron. But you have not now ? 

Mr. BrasFietp. We have not, sir. 

Senator Corron. Allright. Go ahead with your answer. 

Mr. Brasrievp. In discussing the amendments for the accrued- 
expenditure appropriations, there are both tangible and intangible 
advantages. First, the annual budget surplus or deficit is now deter- 
mined on the basis of expenditures so that we now appropriate on one 
basis and determine the surptie or deficit on a different basis, so that 
you can never determine at the time appropriations are passed whether 
or not. the budget has in fact been balanced by those appropriations. 

It would establish a direct correlation between annual appropria- 
tions and expenditures. It would also vest in the Congress a much 
greater opportunity to control the level of operations during a partic- 
ular budget year. This would mean the elimination of the vast carry- 
over balances now available for expenditure at the direction of the 
executive agencies. 

And that perhaps is the most significant change on the one basis of 
appropriation as opposed to the other. 

The present situation concerning available balances stems from the 

fact that congressional control, through appropriation authorizations 
and Budget Bureau control through apportionments, are both stated in 
terms of authority to obligate rather than budgeted work plans for 
the cost of goods and services estimated to be received. 
__In the one case the process is based upon the authority to obligate. 
Che proposed change to accrued expenditure appropriations would 
be based upon the estimate of goods and services to be received. In 
other words, it takes the lead time out of the appropriation of the 
current year. 

Senator Corron. The other day when we were considering another 
bill, Senator Symington kept using the illustration of fans. You 
may remember that. 

Mr. Brasrretp. Yes, sir. 

Senator Corron. I do not know why he should, during this weather. 
But suppose a department has an appropriation to buy and install 
fans in the appropriation for the fiscal year. Now, tell me, using 
that illustration, when you say that you are appropriating on one 
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method and then calculating your deficit on another—tell me how it 
would work with that one item of supply. 

Mr. Brasrtevp. Let us assume Rest that the fans could be pro- 
cured and installed in the year in which the appropriation applied, 
this current fiscal year. Then there would be no difference in one 
basis as opposed to the other. But let us suppose a second set of cir- 
cumstances where the fans must be ordered at least a year ahead. 
Then the proposed plan would work like this: 

The department would come to the Congress and say that for this 
current year we have this work plan, which would not include the 
fans, but we also intend to install fans next year, and we would like 
the authority to purchase the fans. The authority to pay for the fans 
would come in the next appropriation, and at that time you would 
know whether the fans are going to be delivered in that year, and 
= know more precisely exactly what was to be done with the 

ans. 

If you stretch that out for a long lead time program, you constantly 
are faced with the lack of preciseness that plans pitched forward 
4 or 5 years must necessarily have, and this would bring it down 
more to a common denominator in terms of a program to be carried 
out in the immediate year ahead. 

Senator Corron. And this recommendation No. 7, if it were enacted 
into law in this bill, would affect that particular illustration how? 

Mr. Brasrrexp. First of all, if the fans were procured and installed 
in the same fisca] year, it would not change it at all. If it took a 
longer lead time and the agency needed authority to contract in ad- 
vance, they would ask for that authority, and then when they asked 
for the appropriation to pay for them, that appropriation would be 
in the year the fans were going to be delivered. 

The agency would know prices; they would know the time they were 
going to be delivered; they could ask rather precisely for the author- 
ity to pay for them. 

Senator Corron. Thank you. 

You may proceed. 

Mr. Brasrretp. I think that is the important part of our statement 
that warrants discussion. The rest of it is pretty much dealing with 
the specific provisions of the bill, and I would not propose to add 
further unless you have some questions. 

Senator Corron. Mr. Scull has a question, I believe. 

Mr. Scurz. Mr. Chairman I would like to go back to the Hoover 
Commission estimate of savings. It has been clarified that this was 
an estimate of the Hoover Commission task force. It is estimated that 
if all the task force recommendations were effectuated, a savings ap- 
proaching $4 billion a year would result. 

It appears to have been pretty well established this morning that 
this bill, S. 3199, as it stands, is more or less what might be termed a 
congressional mandate to the executive agencies expressing the will of 
Congress that the agencies implement the provisions in the bill, with 
possibly a few exceptions which would require legislative action. 

If that is so, and if, as the task force points out, some $4 billion 
in savings is possible, I would like, Mr. Brasfield, to have your com- 
ments first, upon the validity or accuracy of such an estimate of sav- 
ings; and second, upon the responsibility of the various executive 
agencies to achieve the estimated savings. 


7 
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Would you like to speak to those points for a moment? 

Mr. Brasrtevp. Yes, sir. 

As to the estimate of savings, I think it is a fair statement to say 
that it could not be specifically documented as to just how those 
savings would occur. 

Nevertheless, that statement does not deny the fact that savings 
could be achieved. 

And the savings would come about by reason—and we are con- 
fronted with this problem constantly in dealing with the savings that 
come about by better management—by the things you do not buy, by 
knowing what you have got so that you decide that you do not need 
to buy them. These are not the type of savings that can be docu- 
mented and added up, and come out with a precise and tangible figure. 

Much the same thing is true with respect to the provisions of this 
bill and the addition of recommendation No. 7. We are dealing here 
with the things that they would not do if they had better management, 
and better knowledge of their inventories and a more precise planning 
of their budget, tied in better to costs. 

Specific examples could undoubtedly be developed if such a pro- 
gram is carried forward. But as to summarizing them, you are con- 
fronted with the fact that you are trying to estimate the saving re- 
sulting from something you would not do if you had enough facts 
to make a better decision. So in that respect, it would always be 
speculative. 

Mr. Scutt. Would you agree, sir, that it is very difficult to pinpoint 
savings based upon future change like this? 

Mr. Brasrtecp. It would certainly be, and as a matter of fact, it 
could not be documented in the sense that I spoke of. You cannot 
document what you do not do nearly as well as you can document 
those things that you do. 

Mr. Scuuu. Mr. Brasfield, I would like to go for a moment to the 
Staff Office of Accounting. I do not believe you have mentioned that 
in your summary. 

Mr. Brasrievp. I did not mention that. 

Mr. Scutx. But that recommendation is covered in your statement. 

Mr. Brasrrevp. That is right. 

Mr. Scutt. The Hoover Commission recommended the creation of 
a Staff Office of Accounting in the Bureau of the Budget, to super- 
vise, in accordance with the Comptroller General’s directives, as I 
understand it, the Government’s accounting program throughout the 
executive branch. 

Do you favor the creation of such an office? 

Mr. Brasrtetp. Our view is that we would like to see the Bureau 
of the Budget equipped to take a more active part in stimulating ac- 
counting improvements in the executive branch. We would like to 
see them have the opportunity to strengthen both their position and 
their staff. 

Based on the general principle that it is usually undesirable to put 
organization into legislation, we doubt the desirability of establish- 
ing the office by legislation. As far as the objectives are concerned, 
and the purpose, we think it is consistent with our joint accounting 
improvement effort, and if properly carried out, it would be helpful. 

Mr. Scutz. Well 
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Mr. Brasrietp. We would be glad to work with them under such 
a program. 

Mr. Scuu. Isn’t the joint accounting program which is repre- 
sented by the Bureau, by the General Accounting Office, and Treas- 
ury——- 

Mr. Brasrievp. That is right. 

Mr. Scutu. Isn’t that program accomplishing the objectives that 
the Hoover Commission would like to accomplish through this Staff 
Office of Accounting in the Bureau of the Budget ? 

Mr. Brasrrevp. It is working toward those same objectives. How 
fast. we achieve them and the accomplishment of them in some places 
is a difficult thing todo. In that sense, we would welcome any strength 
added to that effort by strengthening the position of the Bureau of 
the Budget. 

However, I might add also that there would need to be legislation 
on recommendation No. 7. The joint accounting program could not 
accomplish that without legislation. 

Mr. Scutx. That is stating expenditures on 

Mr. Brasrrevp. Appropriations on an accrued-expenditure basis. 

Mr. Scuuu. Stating appropriations on an accrued-expenditure 
basis ? 

Mr. Brasrrevp. That is right, which in turn is the key to emphasis 
behind cost-based budgeting. 

Mr. Scutz. I am not quite clear on this point, sir. You would favor 
the creation of such a Staff Office of Accounting so as to strengthen the 
joint accounting program ¢ 

Mr. Brasrrecp. We would favor a stronger effort on the part of the 
Bureau of the Budget. 

Now, the particular manner in which they carried it out in their 
organization, we think is more properly their decision. We see noth- 
ing incompatible about a Staff Office of Accounting with the objec- 
tives that the report provides as a part of the team working under the 
joint program. 

Mr. Scutx. But you do not. believe that the Congress should estab- 
lish it by statute ? 

Mr. Brasrrecp. We question the desirability of establishing such 
offices by statute. 

Mr. Scutx. As a matter of fact, has not the Director of the Bureau 
of the Budget now the authority to establish such an office ? 

Mr. Brasrretp. I am not sure. We think he could accomplish the 
objectives of it. Perhaps it may be a question of resources. 

Mr. Scout. I, perhaps, should direct that question to the Bureau of 
the Budget. 

a Brasrievp. That is right. I think they should comment on 
that. 

Mr. Scutu. I would like to ask another question, Senator Cotton. 

Senator Corron. Yes. 

Mr. Scutu. Do not executive agencies have comptrollers now—— 

Mr. Brasrieitp. Many of them do. 

Mr. Scuxx (continuing). Or an officer who is performing the func- 
tions of a comptroller ? 

Mr. Brasrrevp. Many of them do. Sometimes he is not known by 
that name. He might not have exactly or precisely the duties as con- 
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templated by the recommendation in the Hoover Commission report. 
He might have other duties and not have all the specific ones men- 
tioned. 

Mr. Scuti. The Hoover Commission recommends that comptrollers 
be established in each executive agency. 

Mr. Brasrievp. That is right. 

Mr. Scutu. I cannot recall for the moment whether the Commis- 
sion recommends that the Congress establish them or that the depart- 
ments do so by administrative action. 

Mr. Brasrietp. The Hoover Commission report does not contain a 
legislative recommendation, but I am not sure they were intended 
to be set up that way. 

Mr. Scuru. I would like to clarify this. Is it correct that at present 
the President by Executive order or the head of a department could 
establish such a position of comptroller in an executive agency, should 
he desire to do so, without legislative action ? : 

Mr. Brasriecp. I would think the answer to that is that he or- 
dinarily can. ‘There may be some particular statutes that describe 
some organization that would have to be changed for a particular 
agency. 

The generalization is that the answer to your question is, yes, they 
could, and we think that would be a preferable way to do it. 

Senator Corron. Excuse me. 

If you did it.that way, would the Comptroller have the authority 
contemplated by the Hoover Commission in the absence of a willing- 
ness on the part of the department head to give him that authority 
voluntarily ¢ 

Mr. Brasrrevp. I think the answer to your question is that he would 
not unless the department head were willing to give itto him. Whether 
even if he had authority by law he could effectively exercise it if the 
department head did not cooperate or agree, is still another question. 

I would like to point this out, if I may. In the Budget and Ac- 
counting Procedures Act of 1950, which is our current charter for 
the joint accounting program, it places upon the head of each agency 
the responsibility for developing an accounting system and, in effect, 
doing the things that we are talking about. That was the first leg- 
islation that specifically put that responsibility on the head of the 
agency. In effect, the law says to the head of the agency, “You have 
the responsibility to establish an accounting system within the gen- 
eral principles and standards laid down by the Comptroller General. 
Now you need to take steps that will effectively carry out your respon- 
sibilities as head of the agency.” 

Senator Corron. But it would be far better for the President of the 
United States to insist on department heads having comptrollers and 
cooperating with them than for Congress to try to establish a set 
of comptrollers in agencies and guard against their being interfered 
with by the department head, because that would split up the respon- 
sibility of the agencies, would it not? 

Mr. Brasrrevp. I think that is true. It would be much better for 
Congress to hold the head of the agency responsible. 

Senator Corron. Questions, Senator ? 

Senator Martin. No. 

Mr. Sco. A final question, sir. 
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Mr. Brasfield, as I understand it, to sum up very briefly, the GAO 
endorses the use of cost-based budgets in agencies ? 

Mr. Brasrietp. We do. 

Mr. Scutzi. GAO endorses the accural accounting system ? 

Mr. Brasrretp. We do. 

Mr. Scuiy. Throughout the executive agencies? 

Mr. Brasrietp. We do. 

Mr. Scutz. And GAO recommends an amendment to provide for 
stating appropriations on an expenditure basis, which GAO believes 
is essential to the accomplishment of the first two, cost-based budgets 
and accural accounting ? 

Mr. Brasrrevp. We think it will stimulate them and add greatly to 
the actual accomplishment of them. We think it needs to be imple- 
mented gradually, but we think it would be desirable to lay the foun- 
dation in law at this time. 

Senator Corron. When will you have the amendment up to the staff 
of the subcommittee? When will it be convenient? 

Mr. Brasrietp. We can have it rather shortly. 

(The amendment, which reference is made above is incorporated in S. 3897, 
. mse) May 21, 1956, by Senators Kennedy, Payne, et al., which supersedes 

Senator Corron. That isall. Thank you, Mr. Brasfield. 

Mr. Brasrievp. Thank you. 

Senator Corron. Mr. Finan, in view of these suggestions about rec- 
ommendation No. 7, would you like to comment on them at this time? 

Mr. Frnan. I would be glad to, Mr. Chairman. 


STATEMENT OF WILLIAM F. FINAN, ASSISTANT DIRECTOR FOR 
MANAGEMENT AND ORGANIZATION, BUREAU OF THE BUDGET— 
Resumed 


Senator Corron. You now, in your capacity as Assistant Director 
of the Bureaw of the Budget, are going to comment on the suggested 
amendment to the bills suggested by Mr. Brasfield ? 

Mr. Fran. Yes, sir. 

Senator Corron. Go ahead. 

Mr. Fran. Mr. Chairman, we are completely in accord with the 
General Accounting Office as to the ultimate objective toward which 
we are working. We think that if it is properly rooted in modern 
accounting systems, the time will come when benefits would flow both 
in an improved capacity on the part of the executive branch to admin- 
ister the programs of the Government on the one hand, and, on the 
other, for the Congress effectively to control the budget through plac- 
ing appropriations on an accrued-expenditure basis. 

owever, this is a concept which, within the Government, at least, 
is still relatively new. It is not well understood, as witnessed by some 
of the testimony before this subcommittee. 

There are still relatively few agencies that have the accounting sys- 
tems which would support this particular approach toward budgeting. 

We also agree with the General Accounting Office that the enact- 
ment by the Congress of legislation of this kind would certainly pro- 
vide a fresh stimulus to practically every aspect of our accounting 
improvement program. We are not prepared, however, at this point 
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to recommend to the Congress the enactment of legislation that would 
implement recommendation No, 7 of the Hoover Commission. 

I think I can state on behalf of the Director that we would have 
no objection to such legislation if the Congress desired to enact it, 
especially along the lines that were suggested by the GAO that it be 
clearly recognized this would be a gradual process put in step by step, 
with the Budget Bureau making the determination as to when a par- 
ticular agency had a system that would properly support this type of 
approach and would, in fact, approve control as distinct from losing 
control or diminishing control. 

I think I also should add in that connection, in the exercise of 
authority of that kind, if it were given to the Budget Director, he 
would exercise it in the closest possible collaboration with the Appro- 
priations Committees of Congress because, after all, the Appropria- 
tions Committees handle the budget on behalf of the Congress, and 
it would not only be improper, but highly undesirable, in our opinion, 
to lay budgets before the subcommittees of the two Appropriations 
Committees, which were in a form they did not want—where they 
wanted a different kind of presentation. 

In other words, I think I can sum up our position by saying that we 
think we will get to the point where we will be asking for this kind 
of legislation one of these days. As of today, we are not asking for it. 
We would have no objection to it, provided, as I have said, it were 
clearly understood it was an authorization that would only be put into 
effect practically on an appropriation-by-appropriation basis, and 
over an extended period of time. 

Let me illustrate: Today there are in the printed budget only four 
appropriations that are now set up on a cost basis, where the costs 
in these cases are reconciled to obligations. We do have agencies 
that cover somewhere between 35 and 40 different appropriations 
that are currently presenting justification material to the Budget 
Bureau on a cost-reconciled-to-obligation basis. And most of those 
agencies, I believe, are also presenting the same material to the Appro- 
priations Committees. They do it wherever the committee wants it. 

We have an additional group of agencies that have now reached 
the point where they have pretty sound and adequate accrual account- 
ing systems, but they have not reached a stage where they are present- 
ing justification material to the Bureau on a cost-reconciled-to-obliga- 
tion basis. 

In other words, we have got a fairly firm toe-hole on this problem, 
but not much more than that, and we would not want to give the im- 
pression there is such a strong underpinning here that all that is needed 
is a general agreement to move forward, and a revolution can take 
place overnight. 

Senator Corton. Is this what you are suggesting, that if anything 
is incorporated in the present bill on this subject, it should be a decla- 
ration of congressional desire and intent rather than a mandatory pro- 
vision for the installation of the new system ? 

Mr. Finan. That is correct, sir. 

Senator Corron. You do not understand how we are going to pass 
the statute and say, “This is the law, but you need not hurry about 
obeying it”? In other words, we have to not put it in at all, 
make a declaration of congressional intent, or make it an item of legis- 
lative provision. There are no other alternatives, are there? 
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Mr. Finan. The only other alternative, if there is an alternative, 
is the one described by Mr. Brasfield, that is, where it is described 
as congressional policy to move toward this objective, but with control 
machinery built into it, so that we only move when we have got a 
really solid underpinning for it. 

As Mr. Stewart indicated in his testimony before the subcommittee 
the other day regarding the so-called performance budget, and I 
think we would agree with him, that what we did there was to attempt 
to carry out a concept which was not well understood, and before any- 
body was really ready for it, and in the doing of that, we generated 
a great deal of objection and criticism which would not have taken 
place if we had gone about it in, shall we say, a more moderate manner, 
and only when we really had a solid underpinning and a clear under- 
standing, not only within the executive agencies affected, but within 
the congressional committees affected, before we tried to move ahead. 

Senator Corron. Does that mean that your feeling is that an at- 
tempt to incorporate this amendment in this bill at this time might 
do more harm than good ¢ 

Mr. Finan. I am not sure that I would describe my position that 
way. If it gave the impression that we were very close to what, 
I think everybody would agree, would be a revolutionary overhaul of 
our whole budget process, I think that would be a mistake, because we 
are not. 

Just to illustrate, you have to do first things first, and we are en- 
dorsing, and strongly endorse, the policy of getting property account- 
ing on a monetary basis and integrated into the Sanis accounting of 
the agency. You cannot even move toward a cost budget or an 
accrual accounting system until you have done that. and all of those 
things have to be done before you can talk seriously about appropriat- 
ing on an expenditure basis. And I think perhaps it is not as exag- 
geration to say that in the field of property accounting, generally 
speaking, the executive branch is weaker perhaps than in any other 
single accounting or budgeting field that you might mention. 

Senator Corron. Of course, we haven’t it in the form of a proposed 
amendment, but assuming that the amendment as submitted by the 
General Accounting Office was a declaration of Congressional policy 
and a setting up of the necessary machinery to implement that policy, 
as and when it could be made practical to do so, would your Bureau 
be for or against that amendment ? 

Mr. Finan. We would have no objection to such an amendment, 
Mr. Chairman. I think I might also add that we would want to see 
that there were included in it adequate controls over the process of 
committing the Government to spend. 

You will understand that when you have reached the point of ex- 
penditure, the commitment has been made. Somebody issued an order 
months or years ago, or somebody signed a contract. 

Currently, the so-called obligation appropriation puts the point of 
control there. We would want some substitute method of control 
included at that point, even though we had switched the appropriation 
control over to the expenditure point, because you—— 

Senator Corron. Would you be willing to collaborate with GAO in 
the drafting of such a bill? 

Mr. Frvan. We will be delighted to see what we could do, yes, sir. 
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Senator Corron. Have you any comments on that, Mr. Brasfield ? 
Mr. Brasrrecp. We would be happy to collaborate with them on it. 
Senator Corron. Senator Martin ? 

Senator Martin. I do not care to ask anything. 

Senator Corron. Mr. Scull? 

Mr. Scutz. Mr. Finan, I would like to have your views on the 
reation of a Staff Office of Accounting, very briefly, if you would 
give them to us. 

Mr. Finan. I can cover that very briefly, Mr. Scull. Such an office 
has now been established in the Budget Bureau. 

Mr. Scutu. It is known as the Accounting Group ? 

Mr. Frvan. No. It actually has not as yet been designated as the 
Staff Office of Accounting. But you recall, the significant point in the 
Hoover Commission recommendation was that an Assistant Director 
of the Bureau be placed directly in charge of our accounting activities. 
As of about a week ago, the Director made such a change, and Assistant 
Director Rappaport, who is an accountant of considerable experience 
and standing, and who is an Assistant Director of the Budget Bureau, 
is now in charge of our Accounting Group and our accounting program. 

Mr. Scuuti. We have, then, in the Bureau of the Budget what 
amounts to a Staff Office of Accounting, now ? 

Mr. Frnan. That isright. 

Mr. Scutu. Does that officer discharge the duties that the Hoover 
Commission recommended that such a Staff Office of Accounting should 
discharge, in supervising accounting through the executive branch ? 

Mr. Finan. Substantially so. I am not sure that the word “super- 
vision” is entirely appropriate. 

There was one recommendation of the Hoover Commission which 
in my judgment was generally misunderstood. If the Hoover Com- 
mission meant what I am convinced in my own mind that they meant, 
then he also has that responsibility, and that is for assisting agencies 
to locate and employ topflight personnel for their ton financial manage- 
ment jobs. That has been interpreted by some as meaing that we would 
exercise some kind of control over the selection. Either we would 
dictate tne employment or we would have a veto authority over it. 
We think either arrangement would be totallv inappropriate. 

To the extent that we are talking about providing assistance, which 
T am convinced is what the Commission meant, that responsibility is 
also included. E 

Mr. Scutzu. That would be an infringement upon the responsibility 
of the Department heads; would it not? 

Mr. Frnan. Of course. 

Mr. Scutu. That is all, Mr. Chairman. 

Senator Corron. I just want to get one thing clear in my own mind. 
It is your feeling that recommendation No. 7 ot the Toover Commis- 
sion is desirable as soon as it can be reasonably and practicably done; 
1s that right ? 

Mr. Finan. As soon as we have solid footing for it, and as soon 
as it is widely understood and accepted, not only within the executive 
branch, but within the Congress. 

Senator Corron. But you feel it is desirable? 

Mr. Finan. Yes, sir. 
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Senator Corron. And is it not likely to come about more speedily 
if some legislation is passed that puts Congress, which includes its 
Appropriations Committees, squarely behind it as a policy, than it 
will if it is left to come about otherwise? 

Mr. Finan. I think there is no doubt about that, Mr. Chairman. 
What I would be concerned about is that in an effort to move on this 
before we are sure it is fully understood and accepted, a controversy 
is generated and we get a flat congressional rejection—we then might be 
worse off than we are today with the Congress, shall we say, in a some- 
what neutral position on the matter. 

Senator Corron. Isee. Thank you. 

Mr. Heffelfinger, the Fiscal Assistant Secretary of the Treasury. 

Mr. Herre.rincer. Good morning, Mr. Chairman. 

Senator Corron. We appreciate your being with us, Mr. Heffelfin- 
ger. Is it your desire to read your Statement in full and then discuss 
it, or would you prefer to put the statement in the record and sum- 
marize it and discuss it ? 

Mr. Herretrincer. It is a very short statement. I would be glad to 
read it, and then submit it for the record, sir. 

I might say that I have with me, Mr. Gilbert L. Cake, who is our 
associate commissioner of accounting. 

Senator Corron. We are glad to have him with us. We will be glad 
to have you proceed. 


STATEMENT OF WILLIAM T. HEFFELFINGER, FISCAL ASSISTANT 
SECRETARY OF THE TREASURY; ACCOMPANIED BY GILBERT L. 
CAKE, ASSOCIATE COMMISSIONER, BUREAU OF ACCOUNTS, DE- 
PARTMENT OF THE TREASURY 


Mr. Herretrincer. These are the views of the Treasury Department 
on S. 3199, a bill to improve governmental budgeting and account- 
ing methods and procedures and for other purposes, contained in a 
letter dated March 21, 1956, from the Acting Secretary of the Treasury 
to the subcommittee. 

T will summarize the letter : 

The bill would put into effect most of the recommendations on budg- 
eting and accounting made by the Commission on Organization of 
the Executive Branch of the Government in its report to the Congress 
dated June 1955. In replying recently to a request of the House 
Committee on Government Operations for comments on the Commis- 
sion’s report, the committee was told that the Treasury is not in com- 
plete agreement with the recommendation for organizing the account- 
ing function but that it is in favor of the specific suggestions for sim- 
plifying and improving accounting procedures. 

These views are elaborated in more detail in the statement appended 
to the letter, as follows: 


Sections 1 (a) and 2 (c) of the bill would carry out recommendations Nos. 10, 
11, 12 and 22 of the Commission for the establishment of an Office of Acceunt- 
ing in the Bureau of the Budget, the establishment of the position of comptroller 
in the principal agencies of the Government, and the preparation by the Bureau 
of the Budget of certain overall financial reports. 

From the standpoint of sound organization and desirable checks and balances, 
the executive branch should have full control over the type of accounting sys- 
tems it deems necessary for management purposes. Moreover, the audit func- 
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tion of the Comptroller General of the United States is weakened by the fact 
that he must, by law, prescribe accounting systems which he is required to audit. 
Hence, the Treasury feels that the present authority of the Comptroller General 
over accounting should be transferred by law to the executive branch. 


I would like to say at this point, Mr. Chairman, that this is a basic 
organizational problem. We have no objection to the present arrange- 
ment under which the agencies are responsible for their accounting 
systems, subject to the prescription of standards by the General Ac- 
counting Office. That arrangement has been working well under the 
joint accounting program. We feel that we have accomplished great 
strides in improving Government accounting under the present setup. 

We do fear that if Congress should legislate a division of those 


responsibilities, placing certain responsibilities in the Bureau of the 
Budget and leaving other responsibilities to the Comptroller, it might 
be difficult for the agencies to know where they are responsible in their 
accounting, to the Bureau of the Budget or to the Comptroller General. 
Rather than see a transfer and splitup of those functions made, we 
feel that it should all go to the Executive or remain where it is. 


The statement continues: 


The Treasury does not believe it is necessary or desirable to require the 
establishment of the position of comptroller in all agencies regardless of the need 
or circumstances which might prevail in a particular agency. Such action would 
be a retrogressive step from the progress already made in the direction of mak- 
ing the heads of agencies responsible for proper internal organization and aline- 
ment of functions. For example, Reorganization Plan No. 26 of 1950 places 
such responsibility on the Secretary of the Treasury. Therefore, if the position 
of comptroller should be considered necessary or desirable, legislation would 
not be necessary to establish the position and functions. 

On the matter of financial reporting, it is not clear just what is meant by 
comprehensive reports, other than purely fiscal reports which the bill would 
require the Director of the Bureau of the Budget to prepare. By virtue of the 
nature of the Treasury’s operations as the financial department of the Govern- 
ment, it is the source of a great deal of fiscal data and the focal point of much 
of the Goyernment’s accounting. Therefore, it is not only logical but practical 
for the Treasury to be the operating center of accounting and financial reporting 
as provided for in the Budget and Accounting Procedures Act of 1950. In this 
connection, the Treasury now prepares various central reports pertaining to 
receipts and expenditures, the status of appropriations, the public debt, foreign 
currencies, assets and liabilities of executive agencies, long-range commitments 
and contingencies, and other reports having to do with the Government’s finances 
from an overall standpoint. There appears to be no real necessity or advantage 
to make the Bureau of the Budget, which is essentially a staff agency of the 
President, an operating agency instead of the Treasury in this respect. 

It appears that the duties imposed on the Assistant Director for Accounting 
(in the Bureau of the Budget) by section 2 (c) would overlap the present statu- 
tory duties and authority of the Comptroller General as specified in the Budget 
and Accounting Act, 1921, the Federal Property and Administrative Services 
Act, 1949, the Post Office Financial Control Act of 1950, and the Budget and 
Aecounting Procedures Act of 1950. Also, as the bill is written, section 1 (a) 
would oyerlap the statutory duties of the Secretary of the Treasury regarding 
financial reporting as specified in the Budget and Accounting Procedures Act 
of 1950 and other laws. It seems inevitable that enactment of the bill, with- 
out clearing up the question of a realinement of authority and responsibilities, 
would lead to uncertainties and disputes due to jurisdictional conflicts—particu- 
larly where the General Accounting Office as an agent of Congress is concerned. 
The Treasury believes that the various executive departments and agencies 
should not be placed in the position of not knowing precisely to what central 
authority they must look in the matter of accounting and reporting requirements. 

In addition to these fundamental reservations, the Treasury is opposed to 
those provisions of section 2 (c) which would require the Assistant Director for 
Accounting to: (@) Set schedules for performance of functions in the administra- 
tive agencies without confining the functions involved to accounting and report- 
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ing: and (b) to assist actively in the selection, training and retention of capable 
personnel in the administrative agencies, which is viewed as an infringement 
on the responsibilities of such agencies, 

The Treasury is in general agreement with the objectives of sections 1 (b), 
2 (a), 2 (b) and 3 of the bill, which are to increase congressional and executive 
control over expenditures, These sections would carry out eight recommenda- 
tions of the Commission, which in essence are: 

Recommendation No. 2—Agencies should make annual operating reports. to 
the Bureau of the Pudget which in turn should report to the President on per- 
formance for the executive branch as a whole. 

Recommendation No. 3-—Cost-based operating budgets, supplemented by per- 
formance reports, should be used internally by agencies. 

Recommendation No. 4—A performance type Executive budget should continue 
to be used and should be adequately supported by program costs and accom- 
plishment. 

Recommendation No. 5—Agencies should synchronize their organization struc- 
tures, budget classifications and accounting systems. 

Recommendation No. 6—Agency budgets should be formulated and administered 
on a cost basis. 

Recommendation No. 13—The allotment system should be greatly simplified. 

Recommendation No. 14—Accounting, budgeting and financial reporting should 
be on an accrual basis. 

Recommendation No. 16—Agencies should install monetary property ac- 
counting. 

Section 1 (c) of the bill would carry out recommendation No. 1 (b) of the 
Commission that qualified employees of the Bureau of the Budget be placed in 
important agencies as working contacts. The Bureau of the Budget aiready 
has close working relationships on budgetary matters with the executive agen- 
cies and the Treasury doubts that the advantages of implementing this recom- 
mendation would warrant the added expense. 

Section 4 of the bill would carry out recommendation No. 17 of the Commis- 
sion that the accounting for the payment of old claims, under each appropria- 
tion title, be simplified. Two bills, S. 3362 and H. R. 9593, have been introduced 
in the Congress to implement not only this recommendation but also recommenda- 
tion No. 18 of the Commission to simplify the payment of certain claims. The 
Treasury collaborated with the Bureau of the Budget and the General Accounting 
Office in the drafting of such legislation. 

Section 5 (a) (1) of the bill would give effect to recommendation No. 20 of 
the Commission that the Bureau of the Budget and the General Accounting 
Office make a study with the view to eliminating duplication of accounting in 
the Treasury and between the Treasury and other agencies. The Treasury is, 
of course, in favor of the elimination of duplication. The joint accounting pro- 
gram is dedicated to the elimination of duplication in accounting, and related 
paperwork and procedures, wherever it may exist in or between agencies of 
the Government, including the Treasury Department. Major accomplishments 
under this policy are described in the annual reports of progress of the joint 
program. Hence, the Treasury does not believe that additional studies, as recom- 
mended by the Commission, are necesary. 

Section 5 (a) (2) of the bill would carry out recommendation No. 25 of the 
Commission that the Bureau of the Budget and the General Accounting Office 
make a study to determine the adequacy of internal auditing in agencies. The 
Treasury would have no objection to such a study. 


That, Mr. Chairman, embodies the Treasury’s views, and I submit 
this for the record. 

Senator Corron. Thank you, Mr. Secretary. 

Referring to the last sentence in the second paragraph of your pre- 
pared statement— 
Hence, the Treasury feels that the present authority of the Comptroller General 
over accounting should be transferred by law to the executive branch— 
it is not quite clear to me what you mean by that statement. There is 
nothing in the present bill that deals with that. Is it your suggestion 
that the bill should do that? 
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Mr. Herre rinerr. Well, we felt that the bill probably has some 
areas which are not clear in the setting up in the Bureau of the Budget 
of an Assistant Director to exercise functions in the accounting field, 
and we thought that might give rise to the difficulty of interpreting his 
sphere of jurisdiction and the Accounting Office’s sphere of jurisdic- 
T10n. 

Senator Corron. Would you indicate what sections of the bill, what 
provisions raise that problem ? 

Mr. Herre.rrncer (reading) : 

There is hereby established— 
this is section 2 (c) on page 5 of the bill— 


a Staff Office of Accounting. 

Sec. 120. (a) There is hereby established in the Bureau of the Budget, under 
the supervision of the Director thereof, a Staff Office of Accounting, the head of 
which shall be the Assistant Director of Accounting, to be appointed by the 
President, and to receive compensation at the rate of $ per annum. 


Then it goes on to follow: 


It shall be the duty of the Assistant Director for Accounting—(1) to develop ana 
promulgate an overall plan for accounting and reporting by the various execu- 
tive agencies which is consistent with the principles, standards, and related re- 
quirements prescribed by the Comptroller General of the United States pursuant 
to section 112 of this part; (2) to expedite, guide, and assist in the introduction 
of modern accounting methods in the executive agencies which are consistent 
with such overall plan; (3) to set reasonable and definite schedules for the per- 
formance of the functions of such agencies and to watch and report on their pro- 
gress; (4) to stimulate the building of competent accounting and auditing or- 
ganizations in such agencies and to assist actively in the selection, training, and 
retention of capable personnel; and (5) to report to the Director of the Bureau 
of the Budget at least once each year, and at such other times as the Director 
may require with respect to the status of accounting in each of the executive 
agencies. 

Senator Corron. Mr. Scull, will you explore this matter briefly ¢ 

Mr. Scuuu. Yes. 

Mr. Scuuu. Mr. Heffelfinger, the Treasury objects to the creation 
of a Staff Office of Accounting; is that correct, sir? 

Mr. Herrrrincer. We feel that it may lead to the development of 
a situation that may be difficult in the years to come, in having two 
agencies of the Government operating in the field of accounting. 
We know that we have responsibility in the Comptroller General, 
and we feel that the present arrangement under which the Bureau 
of the Budget and the Treasury are working very cooperatively with 
the General Accounting Office, is working well. 

It is necessary in this joint program to have the support of the 
Bureau of the Budget, and they have been very helpful in their sup- 
port. If all that is intended in just to write into the legislation that 
the Bureau of the Budget shall continue their support, that is one 
thing. But if there is a desire and an effort made to transfer and 
divide the responsibility, we think that is bad. 

Mr. Scuts. To be certain that I understand correctly, I would like 
to read your statement again: 

Hence, the Treasury feels that the present authority of the Comptroller Gen- 
eral over accounting should be transferred by law to the executive branch 

The setting up of a Staff Office of Accounting would not nec 
essarily transfer the present authority of the Comptroller Gen- 
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eral, but it would certainly increase the responsibility, if not the 
authority of the Bureau of the Budget, over accounting, would it not? 

Mr. Herre.rincer. That may be where we would run into diffi- 
culties. I do not think that the present bill is intended to transfer 
authority from the Comptroller General. But if the Bureau of the 
Budget should interpret it as transferring authority, then we get 
into difficulties. You have two agencies to deal with. 

Mr. Scutu. Of course, section 2 (c), I believe it is—— 

Mr. Herrevrincer. That is right. 

Mr. Scutu. Section 2 (c) states that this Assistant Director of Ac- 
counting shall develop and promulgate an overall plan for accounting 
which is consistent with the principles, standards, and related re- 
quirements prescribed by the Comptroller General. 

Would that not leave the authority over the Staff Office of Account- 
ing in the Comptroller General’s hands? 

Mr. Herretrincer. Yes. But it also would give rise to just how 
far does the authority of the Budget Bureau and how far does the 
authority of the Comptroller extend. 

Mr. Scurt. Let me get back to your statement again, Mr. 
Heffelfinger. 

You state that the Treasury believes that the present authority of 
the Comptroller General over accounting should be transferred to 
the executive branch ? 

Mr. Herretrincer. If there is any change to be made in the existing 
situation. 

Mr. Scutu. In other words, you would relieve the Comptroller 
General of his present authority over accounting within the executive 
branch. 

Mr. Herre.rincer. You say, leave him ? 

Mr. Scutz. Relieve him. 

Mr. Herrecrincer. Yes, if the Congress wants to make any changes 
in the accounting field. That is consistent with the earlier recommen- 
dations, I believe, of the Hoover Commission. 

Mr. Scutzu. To whom should the authority go? The Treasury? 

Mr. Herretrincer. No, we don’t advocate that the Treasury have 
that authority. 

Mr. Scutu. The Bureau of the Budget ? 

Mr. Herrevrincer. To the Bureau of the Budget, the only other 
agency in the executive branch, yes; we feel it should be in the Comp- 
troller or in the Budget, but it should not be spread between the two 
with the possibility of conflict of interest. 

Senator TuHurmonp (presiding). Mr. Heffelfinger, wasn’t the ori- 
ginal idea of setting up the position of the Comptroller General that 
it should be an arm of the Congress ? 

Mr. Herrevrincer. That is right. 

Senator Tuurmonp. In order to serve the Congress ? 

Mr. Herrecrincer. That is true, sir. 

Senator THurmonp. You are now recommending that that be 
changed ? 

Mr. Herre.rincer. No, sir. We feel that the Comptroller General 
should audit the agencies, and the agencies have the responsibility of 
conducting their affairs and be responsible for that, including the 
accounting systems which are necessary to accomplish that fact. We 
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feel that the Comptroller General should be free to come in and audit 
and criticize those systems if they are not proper. 

Senator THurMOoND. Senator Martin ¢ 

Senator Martin. No, I have nothing, except this. You think that 
the present law is better balanced than this suggestion and proposal ? 

Mr. Herrecrinecer. That is our point. 

Senator THurmonp. Senator Cotton, do you have any more ques- 
tions ¢ 

Senator Corron. Just a few, Senator. 

I wonder this, Mr. Secretary. You have heard the discussion that 
we have had previously with Mr. Finan and Mr. Brasfield about rec- 
ommendation No. 7. 

Mr. Herrecrincer. Yes, sir. 

Senator Corron. Would you care to comment on that / 

Mr. Herrecrincer. The Treasury is in general agreement with the 
objectives of that recommendation. We subscribe to the views of the 

Budget and the General Accounting Office. It is a change that you 
cannot make overnight. The magnitude of the Government is too ‘big 
to make an overnight change. We feel it is a long-term program, one 
that has been going on now for some few years under the joint ac- 
counting program, and we have made accomplishments in that 
direction. 

In the final analysis, it is a matter for Congress to determine 
whether they want to budget and control appropriations on that 
basis; and with legislation along those lines indicating the desire of 
Congress to proceed in this direction, which we feel is better control 
in the long run than we now are getting through the obligating pro- 
cedures, it might be a long-range advantage to the Congress and 
the Executive, knowing just what programs are costing. 

Senator Corron. You think that the time has arrived for a declar: 
tion of policy by the Congress on this point now? Or do you think—— 

Mr. Herrenrrncer. I think that would be desirable, because there 
has been a great deal of progress made in this direction in a number 
of agencies. 

Now, if Congress is not going to accept this philosophy of budget- 
ing, probably it should indicate it at this point. Nevertheless, “for 
management purposes, it is still a good system to predicate your ac- 
counts on. 

Senator Corron. And it would be the recommendation of the Treas- 
ury Department to the Congress that this recommendation would be 
clearly beneficial ? 

Mr. Herrevrincer. We think so. 

Senator Corron. Thank you. 

Senator THurmonp. Mr. Scull? 

Mr. Scuiy. Sir, would you collaborate with the GAO and the Bu- 
reau of the Budget in the drafting of such an amendment for the sub- 
committee ? 

Mr. Herretrincer. We would be happy to. 

(This amendment is incorporated in 8. 3897, introduced May 21, 1956, by Sena- 
tors Kennedy, Payne, et al, which supersedes S. 3199.) 

Mr. Suriver. Mr. Chairman. 

Senator Trurmonp. Go ahead, Mr. Shriver. 

75661—36——11 
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Mr. Suriver. Thank you, Mr. Chairman. 

Mr. Heffelfinger, in connection with this joint accounting improve- 
ment program which was referred to a while ago, you knew that the 
staff and the Senate Government Operations Committee really got 
that program off the ground several years ago. Now, do you think 
this legislation would stimulate the activities of that group or prod 
the agencies into installing accounting and budgeting on an accrual 
basis, and revising the appropriation structure? Do you think this 
bill is what is needed to get this new system started ? 

Mr. Herrevrincer. We do not need anything to stimulate this joint 
group. They are working day and night in this direction, and I think 
they have made great strides. There are still areas where it is hard 
to make further progress, and I think some indication from Con- 
gress that this is the direction that you approve of would be helpful 
to the joint program. 

Mr. Surriver. Do you believe it would be more effective to pass a 
general bill to overhaul the budget and accounting system than just 
put something in a report of this subcommittee ? 

Mr. Herrerrincer. That is a determination of the subcommittee, 
as to whether it should be put in legislation. It would be unfortunate 
to put it in legislation with rigidity. If it could be put in in some 
general expression of policy by the Congress rather than with rigid 
requirements, I think that would be helpful. 

Mr. Surrver. Do you believe the language in this bill with respect to 
the maintenace of accounts on accrual basis, this broad general lan- 
guage, is better than to try to spell it out in detail in a bill? 

Mr. Herretrincer. I think it would be, yes. 

Mr. Snrrver. Is it your belief that the same thing holds true for pre- 
paring a budget on a cost basis? 

Mr. Herrevrrincer. I think so. 

As Mr. Finan pointed out, it will take a long period of education 
to get people accustomed to these new forms of procedures. 

Senator Corron. Are you going into another subject matter now ? 

Mr. Surerver. No; I was going to pursue the same subject a little 
further. 

Senator Corron. Could I interpolate one suggestion, or a question ? 

Mr. Surrver. Surely, go right ahead, Senator Cotton. 

Senator THurmonp. Go ahead. 

Senator Corron. In reply to the question about whether this incor- 
poration of recommendation No. 7 should be incorporated in the act 
or simply be a recommendation to be incorporated in the report of the 
committee, it is my understanding from previous testimony—and I 
am wondering if you will agree—that it is highly important if this 
recommendation is eventually to work that it be satisfactory to, and 
have the cooperation of, the Appropriations Committees of the Senate 
and House and the subcommittees; otherwise, you would meet with 
innumerable obstacles; is that not correct? 

Mr. Herretrrncer. That is true, because they are the prime users 
of the data that is included in the budget which is submitted to the 
Congress. : 

Senator Corton. So if this subcommittee simply incorporated in a 
report “it is the policy of this subcommittee that it be followed,” it 
would hardly give the assurance to the Bureau of the Budget and the 
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General Accounting Office and the Treasury and all the fiscal agencies 
involved, of congressional intent that we would have if an act passed 
presumably ie which all the members of the Appropriations Com- 
mittee would have a full opportunity to collaborate? 

Mr. Herretrincer. That is true. 

Mr. Suriver. That is right, Senator Cotton. 

Thank you, Mr, Chairman. 

Senator THurmonp. Thank you very much, Mr. Heffelfinger. 

The subcommittee will now recess until 10 o’clock tomorrow morn- 
ing when it will resume hearings in room 357, Senate Office Building. 

Mr. Herrecrincer. Thank you, sir. 

(Letter, March 21, 1956, from Hon. W. Randolph Burgess, Acting 
Secretary of the Treasury, to Hon. John F. Kennedy, and statement 
summarized by Mr. Heffelfinger, follows :) 


TREASURY DEPARTMENT, 
Washington, March 21, 1956. 
Hon. JoHN F. KENNEDY, 
Chairman, Subcommittee on Reorganization, 
United States Senate, Washington, D. C. 


My DrAar Mr. CHAIRMAN: This is in reply to your letter of February 21 
requesting the Department’s views on §S. 3199, a bill to improve governmental 
budgeting and accounting methods and procedures and for other purposes. 

The bill would put into effect most of the recommendations on budgeting and 
accounting made by the Commission on Organization of the Executive Branch of 
the Government in its report to the Congress dated June 1955. In replying 
recently to a request of the House Committee on Government Operations for 
comments on the Commission’s report, the committee was told that the Treasury 
is not in complete agreement with the recommendation for organizing the 
accounting function but that it is in favor of the specific suggestions for simpli- 
fying and improving accounting procedures. 

The Treasury’s views on the provisions of S. 3199 are furnished in the attached 
memorandum. 

It has not been possible to obtain the customary Bureau of the Budget clear- 
ance prior to the submission of this report. 

Very truly yours, 
W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 


VIEWS OF THE TREASURY DEPARTMENT ON §S, 3199, a Brix To Improve GovEeRN- 
MENTAL BUDGETING AND ACCOUNTING METHODS AND PROCEDURES AND FOR OTHER 
PURPOSES 


Sections 1 (a) and 2 (c) of the bill would carry out recommendations Nos. 
10, 11, 12, and 22 of the Commission for the establishment of an office of account- 
ing in the Bureau of the Budget, the establishment of the position of comptroller 
in the principal agencies of the Government, and the preparation by the Bureau 
of the Budget of certain overall financial reports. 

From the standpoint of sound organization and desirable checks and balances, 
the executive branch should have full control over the type of accounting sys- 
tems it deems necessary for management purposes. Moreover, the audit fune- 
tion of the Comptroller General of the United States is weakened by the fact 
that he must, by law, prescribe accounting systems which he is required to 
audit. Hence, the Treasury feels that the present authority of the Comptroller 
General over accounting should be transfered by law to the executive branch. 

The Treasury does not believe it is necessary or desirable to require the estab- 
lishment of the position of comptroller in all agencies regardless of the need or 
circumstances which might prevail in a particular agency. Such action would be 
a retrogressive step from the progress already made in the direction of making 
the heads of agencies responsible for proper internal organization and alinement 
of functions. For example, Reorganization Plan No. 26 of 1950 places such 
rseponsibility on the Secretary of the Treasury. Therefore, if the position of 
comptroller should be considered necessary or desirable, legislation would not be 
necessary to establish the position and functions. 
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On the matter of financial reporting, it is not clear just what is meant by 
“comprehensive reports, other than purely fiscal reports” which the bill would 
require the Director of the Bureau of the Budget to prepare. By virtue of the 
nature of the Treasury’s operations as the financial department of the Govern- 
ment, it is the source of a great deal of fiscal data and the focal point of much 
of the Government’s accounting. Therefore, it is not only logical but practical 
for the Treasury to be the operating center of accounting and financial reporting 
as provided for in the Budget and Accounting Procedures Act of 1950. In this 
connection, the Treasury now prepares various central reports pertaining to 
receipts and expenditures, the status of appropriations, the public debt, foreign 
currencies, assets and liabilities of executive agencies, long-range commitments 
and contingencies, and other reports having to do with the Government’s finances 
from an overall standpoint. There appears to be no real necessity or advantage 
to make the Bureau of the Budget, which is essentially a staff agency of the 
President, an operating agency instead of the Treasury in this respect. 

It appears that the duties imposed on the Assistant Director for Accounting 
(in the Bureau of the Budget) by section 2 (c) would overlap the present 
statutory duties and authority of the Comptroller General as specified in the 
Budget and Accounting Act, 1921, Federal Property and Administrative Services 
Act, 1949, Post Office Financial Control Act of 1950, and Budget and Accounting 
Procedures Act of 1950. Also, as the bill is written, section 1 (a) would over- 
lap the statutory duties of the Secretary of the Treasury regarding financial 
reporting as specified in the Budget and Accounting Procedures Act of 1950 and 
other laws. It seems inevitable that enactment of the bill, withont clearing 
up the question of a realinement of authority and responsibilities, would lead 
to uncertainties and disputes due to jurisdictional conflicts—particularly where 
the General Accounting Office as an agent of Congress is concerned. The Treas- 
ury believes that the various executive departments and agencies should not be 
placed in the position of not knowing precisely to what central authority they 
must look in the matter of accounting and reporting requirements. 

In addition to these fundamental reservations, the Treasury is opposed to 
those provisions of section 2 (c) which would require the Assistant Director 
for Accounting to: (a) set schedules for performance of functions in the ad- 
ministrative agencies without confining the functions involved to accounting 
and reporting; and (0b) to assist actively in the selection, training and retention 
of capable personnel in the administrative agencies, which is viewed as an in- 
fringement on the responsibilities of such agencies, 

The Treasury is in general agreement with the objectives of sections 1 (b), 
2 (b), and 3 of the bill, which are to increase congressional and executive con- 
trol over expenditures. These sections would carry out eight recommendations 
which in essence are: 

Recommendation No. 2 


Agencies should make annual operating reports to the Bureau of the Budget 
which in turn should report to the President on performance for the executive 
branch as a whole. 


Recommendation No. 3 


Cost based operating budgets, supplemented by performance reports, should 
be used internally by agencies. 


Recommendation No. 4 


A performance-type executive budget should continue to be used and should 
be adequately supported by program costs and accomplishment. 


Recommendation No. 5 


Agencies should synchronize their organization structures, budget classifica- 
tions and accounting systems. 


Recommendation No. 6 

Agency budgets should be formulated and administered on a cost basis. 
Recommendation No. 18 

The allotment system should be greatly simplified. 
Recommendation No. 14 

Accounting, budgeting, and financial reporting should be on an accrual basis. 
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Recommendation No. 16 


Agencies should install monetary property accounting. 

Section 1 (c) of the bill would carry out recommendation No. 1 (b) of the 
Commission that qualified employees of the Bureau of the Budget be placed in 
important agencies as working contacts. The Bureau of the Budget already 
has close working relationships on budgetary matters with the executive agen- 
cies and the Treasury doubts that the advantages of implementing this recom- 
mendation would warrant the added expense. 

Section 4 of the bill would carry out recommendation No. 17 of the Commission 
that the accounting for the payment of old claims, under each appropriation 
title, be simplified. Two bills, S. 3362 and H. R. 9598, have been introduced in 
the Congress to implement not only this recommendation but also recommenda- 
tion No. 18 of the Commission to simplify the payment of certified claims. The 
Treasury collaborated with the Bureau of the Budget and the General Account- 
ing Office in the drafting of such legislation. 

Section 5 (a) (1) of the bill would give effect to recommendation No. 20 of 
the Commission that the Bureau of the Budget and the General Accounting 
Office make a study with the view to eliminating duplication of accounting in 
the Treasury and between the Treasury and other agencies. The Treasury is, 
of course, in favor of the elimination of duplication. The joint accounting pro- 
gram is dedicated to the elimination of duplication in accounting, and related 
paperwork and procedures, wherever it may exist in or between agencies of the 
Government, including the Treasury Department. Major accomplishments un- 
der this policy are described in the annual reports of progress of the joint pro- 
gram. Hence, the Treasury does not believe that additional studies, as recom- 
mended by the Commission, are necessary. 

Seetion 5 (a) (2) of the bill would carry out recommendation No. 25 of the 
Commission that the Bureau of the Budget and the General Accounting Office 
make a study to determine the adequacy of internal auditing in agencies. The 
Treasury would have no objection to such a study. 


(Whereupon, at 11:25 a. m., the subcommittee recessed to reconvene 
at 10 a. m., Tuesday, March 27, 1956.) 
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TUESDAY, MARCH 27, 1956 


UN IrTep STates SENATE, 
SUBCOMMITTEE ON REORGANIZATION, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subecommitte met, pursuant to adjournment, at 10:10 a. m., in 
room 857, Senate Office Building, Washington, D. C., Senator Stuart 
Symington, presiding. 

Present: Senators John F. Kennedy, chairman, subcommittee, 
Democrat, Massachusetts; Stuart Symington, Democrat, Missouri; 
Norris Cotton, Republican, New Hampshire; Thomas E. Martin, Re- 
publican, Lowa. 

Also present: Miles Scull, Jr., professional staff member; Glenn K. 
Shriver, professional staff member; Mrs. Kathryn M. Keeney, cleri- 
cal assistant. 

Senator Symrneton. The subcommittee will come to order. 

At the request of the chairman during his absence I will chair the 
meeting. We will resume hearings on 8S. 3199, to implement the 
Hoover Commission Ree ommendations on Budgeting : and Accounting. 

The first witness today wil! be the Honor able W. J. MeNeil, As- 
sistant Secretary, Department of Defense. 

I weleome you, Mr. Secretary. You and I have been through quite 
a few wars together. I understand you are accompanied “by Mr. 
Howard Bordner and Mr. Maurice Lanman, of the Department of 
Defense. 

Mr. MoNert. We had two appearances this morning on almost the 
same legislation. Mr. Lanman 1s appearing before the Dawson com- 
mittee and will come over here later. 


STATEMENT OF HON. W. J. McNEIL, ASSISTANT SECRETARY, 
DEPARTMENT OF DEFENSE (COMPTROLLER) ; ACCOMPANIED BY 
HOWARD W. BORDNER, DEPUTY COMPTROLLER FOR ACCOUNTING 
POLICY 


Senator Symrnaton. Do you have a prepared statement ? 

Mr. McNet. I have a prepared statement dealing with provisions 
that affect the Department of Defense, section by section. 

Senator Syminaton. Do you have a copy of it ? 

Mr. McNem. Yes, sir. I think we have an extra copy. 

Senator Symineton. Would you like to read this statement or 
would you like to file it for the record ? 

Mr. Borpner. It has already been filed. 
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Senator Symrneton. It has been filed ? 

Mr. McNew. Well, I think it has been filed, but not entered for the 
record. I think it was filed with the staff. 

I think it might be helpful, Mr. Chairman, if we went through it 
section by section. 

(See p. 211 for statement referred to by Mr. McNeil.) 

Senator Symineron. What did you say ? 

Mr. McNett. I think it would be helpful if we went through it sec- 
tion by section. 

Senator Symineron. All right. Proceed. 

Mr. McNett. As you mentioned a moment ago, this bill covers many 
recommendations in the Hoover Commission Report on Budget and 
Accounting. It covers important methods and procedures in the 
field of governmental budgeting and accounting. Most of the proposed 
nee are administrative matters which could be handled without 

egislation, although, I think we all agree, when enunciated in the 
law, may have an important effect on expediting desirable improve- 
ments. 

In the comments I wish to make, I shall deal with those provisions 
which touch on the Department of Defense, and not deal with those 
provisions primarily affecting the Bureau of the Budget and the 
Comptroller General. 

The comments that we submitted to the staff last week (see p. 211), 
have not been approved by the Bureau of the Budget. They do, how- 
ever, form our recommendatitons and our thoughts on the Hoover 
Commission reports which were filed with the Bureau of the Budget 
at their request last fall. We had not, up to the last week, received 
any comments from them, so we filed our statement exactly as we had 
filed it with them. 

I understand that since, they have felt that certain of our thoughts 
require perhaps more study before they cared to compietely coordinate 
the views of the Bureau of the Budget and the Department of Defense. 

Senator Symineron. Let me get that straight. 

Are there some things in your position that the Bureau says it did 
not approve, or have they modified your position ¢ 

Mr. McNett. I do not know that they disagree or that they disap- 
prove. They just said that they had not had time to evaluate certain 
of the thoughts that we wished to express. 

Senator Symrneron. I see. 

Mr. McNet. It is not a flat disagreement. 

Senator Symineron. There is no disagreement that you know of? 

Mr. McNett. No; not a flat disagreement. There may be a differ- 
ence of interpretation or a different wording or something of that 
kind. 

Senator Symrnerton. I see. 

Mr. McNett. First, I will take up section 1 (b) of the bill (S, 3199) ,* 
which would amend section 216 of the Budget and Accounting Act to 
require the use of cost-based budgets in each department and establish- 
ment and their subordinate units for purposes of administration and 
operation, including fund control. It would also require the use of 
cost-based budgets in all requests for regular, supplemental, or de- 
ficiency appropriations which are submitted to the Bureau of the 
Budget. 


*(See 8S. 3199, p. 3.) 
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Senator Symrneton. Now, when you say “cost-based budgets,” Mr. 
Secretary, what do you mean by that? 

Mr. McNem. In the following 3 or 4 paragraphs, I will attempt to 
explain our view. 

Senator Symrnetron. You will define what you mean by a cost-based 
budget ? 

Mr. McNet. Yes, sir; because there has been a considerable mis- 
understanding, I think, as to what cost-based budgets mean and how 
they would apply to our operations. 

Senator Symrneron. My question was just die to ignorance of how 
you are using the term. ; 

Mr. McNen.. I will attempt to bring it out, sir. 

Senator Symineron. Fine. 

Mr. McNett. We believe the use of cost-based budgets on the basis 
outlined hereinafter is desirable. Loose application of this concept as 
advocated by many without knowledge of Government requirements 
and without Government management experience, could, we believe, 
lead to many difficulties. 

Senator Symrneron. Now, when you say that, just as long as I am 
following you, the cost-based budget idea is in the bill. As I get it, 
what you are saying there is that if it is used properly, it might be 
all right, but if it is used improperly it might be very dangerous; is 
that right? 

Mr. McNem. That is correct, sir. 

Senator Symineton. All right. 

Mr. McNem. Either cumbersome or dangerous, or just would not 
help to get our job done. 

It should be clearly understood that the use of cost-based budgets 
should not result in eliminating the requirement for budgeting for 
expenditures and for obligational authority to be provided to an 
agency, by appropriation or otherwise, in order to incur obligations 
in advance of incurring costs. The Department of Defense acquires 
a great deal of mater iel and undertakes construction under long-term 
contracts far in advance of expenditures or delivery of materiel. 
While it might not be necessary to point this out, there are some who 
in urging the use of cost-based budgets, have not fully recognized the 
requirement for operating within appropriation limitations based 
upon necessary financial authority for obligations to be incurred in 
advance of costs. Some have also seemed to indicate that there is a 
basic conflict between budgets based on cost and those based on re- 
quirements for obligational authority. Actually there should be no 
conflict. Obligational authority should be requested and provided 
in terms of cost, even though the cost impact will be in future fiscal 
periods. Likewise, fund control within an agency must be based 
upon granting obligational authority to subordinate units, that is, 
to field commands, and so forth, so that they can have authority to 
operate. 

While we note no feature in the bill which would change the present 
concepts of providing obligational authority to departments and 
agencies through appropriations, nor which would revise existing 
laws with respect to the administrative control of obligations within 
appropriation authority provided by Congress, we believe the bill 
might have been worded to indicate more clearly that no such changes 
are intended. Moreover, we believe it would be helpful if this pro- 
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posed revision of section 216 were to contain an additional definition 
of what is meant by the cost basis of budgets. 

For example, in the case of some programs, cost means “acquisition 
costs,” as in the case of construction of public works, and procurement 
and production of materiel. In the case of operating and adminis- 
trative-type programs it means to us, at least, cost of goods and services 
consumed. om ever, it should generally be understood that cost of 
depreciation of facilities procured under appropriations would not be 
included as an operating cost by activities utilizing such facilities, 
except as otherwise authorized by law, as in the case of revolvi ing funds 
where the acquisition of capital assets is financed by such funds and 
depreciation is permitted to be charged as a cost of the goods or serv- 
ices sold by the activities operated under such funds. 

Senator Symineron. Now, let me interrupt you there, if I may, 
Mr. Chairman. 

I have been interrupting as he goes along. 

penator Kennepy (presiding). Yes. 

Senator Symineron. You say in the case of some programs, “cost” 
means acquisition cost, as in the construction of public works. 

Now, you would have to commit beyond a year in the way of obliga- 
tions before a contractor would build a building; is that not correct ¢ 

Mr. McNew. Yes, sir. 

Senator Symineron. I am beginning to see now what you mean by 
the term “cost-based budget.” A cost-based budget in the case of a 
building like the Pentagon Building, which took years to build, would 
be purely theoretical, would it not, because your contractor would not 
start unless the money had been appropriated ¢ 

Mr. McNer. That is correct. 

Senator Symineton. Is that an analysis of it? 

Mr. McNeit. In other words, we must have authority from the Con- 
gress, definitely committed, before a contractor would start to build a 
building, a ship, an aircraft, or anything else. 

Senator Symrneron. And that being true, would this bill, in your 
opinion, result in the contractor’s either being hesitant, reticent, o1 
refusing to take the work ? 

Mr. McNem. We think it is fuzzy, and could definitely give that 
impression 

Senator Syminoron. I see. 

Mr. McNet. ( continuing). Although in theory, the cost-based 
budget is all right if we clearly understand what is intended, what we 
are really trying to accomplish by it. 

Senator Symineron. I see. 

Mr. McNen.. But we have to have a clear understanding. In the 
type of materiel you just mentioned, ships, aircraft, and construction, 
we cannot do away with the obligation side, that is, the authority 
granted us for long-term commitments to get those things done. We 
do have to measure costs; yes. The obligational authority is granted 
us on the bases of anticipated costs of acquisition, how oie 100 


aircraft will cost, this ship, or this base, or these facilities. 

But in the case of administrative-type functions—housekeeping, 
maintenance, and operation of bases, the maintenance and operation of 
equipment—we consider the application of costs to be the cost of con- 
sumption of the gasoline, spare parts, and labor necessary to keep the 
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thing moving for that particular year. But int’ is a cost of consump- 
tion and should not be dealt with in the same way as a cost of acqui- 
sition. 

Senator Symineron. While we are in this point right now, it came 
up before, Mr. Bordner—there was a time, I believe, when the pur- 
chase of long- term procurement items of one service was different 
from the other two. Is that now all equalized ¢ 

Mr. McNett. Essentially. We have most of the heavy procure- 
ment in Air Force, Army, and Navy essentially on the same basis. 
Navy, who did have certain advantages in continuing types of appro- 
priations, now is a little bit behind the other two in making certain 
advances in this area. 

Senator SymrneTon. I am only asking for information. I would 
not object to the other way. As I understood it in the past, once a 


keel was laid you did not have to come back for a further appropria- 
tion. 


Mr. McNem. That is right. 

Senator Symineton. If there was any increase in cost, you simply 
billed the Treasury for that increase? 

Mr. McNet.. As to major items of equipment, whether it be tanks, 
fire control, radar, aircraft, or ships, the practice has been, since about 
1952 or 19! 53, to finance, at ‘the time the C ongress acts, the completion 
of the article or number of articles in all three services. It as helped 
us very much in doing a better job. 

Senator Systrneron. So what you have done since I left the Penta- 
gon, is to have equalized all the way through all of the services; is that 
correct 4 

Mr. McNet. Yes, sir. 

Senator Symineron. What would be fair for one would be fair for 
all; right? 

Mr. McNet. Right. As to that phase of financing, it is equal for 
all; and that is, anything that is bought today in all three services 
is financed in full by the C ongress when we go ahead, even though, 
perhaps, the contract for parts of a vessel, parts of aircraft, or parts 
of the construction may not be placed under contract until the fol- 
lowing year. 

We still have the credit provided in full by Congress to complete 
the article. 

Senator Symineron. Now, just to make the record clear, I do be- 
a e that if there is an increase in the cost of all items, that that should 

be brought back for approval by the Congress ; otherwise, in effect, 
there would be a delegation of the appropriation powers from the 
Congress. Is that your opinion ? 

Mr. MoNen. I think so. 

Senator Symrneron. I am not getting in the case of revolving funds, 
how. 

Mr. McNet. No. I understand. 

Senator Symineron. Right. 

Mr. McNett. I think that is correct, sir. To say, increase fuel ca- 
pacity of an airplane from 3,000 to 3,100 gallons, for example, I doubt 
if that is the kind of administrative problem that should be brought 
back to Congress for clearance. 

Senator Symineoron. I agree. 
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Mr. McNew. But, if you were changing the character, certainly, if 
you were changing a destroyer from an ordinary type to a guided- 
missile type which costs considerably more, I think that is a matter 
that has to come back and be discussed with our board of directors. 

Senator Symrnecron. Yes. And going to the other side of that, 
however, if you followed this term “cost-based” to what you might 
call a theoretical conclusion, even though you made certain specific 
reservations, for example, for ships or for bombers, you might find 
yourself without adequate spare parts, might you not? 

Mr. McNem. You could. But, as in most of these systems, you just 
have to work at it to make them work. 

Senator Symrneton. All right. Thank you. 

Mr. McNet. Therefore, we would suggest the committee consider 
the following clarifying amendments to the proposed bill as suggested 
for consideration : 

1. Change the last sentence under section 216 (a) to add the itali- 
cized clause: 

Fund allocations within the departments and establishments shall be made on 
the basis of such cost budgets, considering the lead time which must be allowed 
in incurring obligations in advance of incurring costs. 

Senator Kennepy. May I just ask one question about that? It 
seems to me that in considering the lead time which must be allowed in 
incurring obligations in advance of incurring costs, that would well 
limit the effectiveness of the amendment. I doubt if it would change 
very much existing procedures, would it, if you interpret that amend- 
ment to the full? 

Mr. McNet. There are many existing procedures, Mr. Chairman, 
that I think have to be kept in the system. Frequently, as I mentioned 
just before you came in, I think there has been a great deal of loose 
talk about cost budgets and accruals, and so forth. And, therefore, 
we have to have, I believe, an understanding of what the cost basis of 
budgeting is. 

I think they have to be divided in two rather clean-cut categories: 
One category which is based on acquisition cost for materiel which 
takes a long time to produce; and the second category, such as the 
housekeeping or day-to-day operations of posts, camps, stations, and 
equipment, in which case costs should be the costs of consumption, of 
labor and material. 

But you cannot, I think, just talk about costs alone, because we must 
have, as Senator Symington, I think, very clearly brought out a 
moment ago, some mechanism in which Congress provides the au- 
thority with which we make these long-term commitments for air- 
craft, ships, tanks, radar, and so forth. We must have that. 

Senator Krennepy. Someone said the other day that if Congress 
gave the authorization, that that would be sufficient protection for a 
contractor in comparison to what we have now, because I made the 
point that the Defense Department can cancel a contract by paying 
liquidating costs. 

Can you cancel out a 5-year contract at the end of the year, today, 
in the Defense Department ? 

Mr. McNett. Yes; it can be done, Senator. 

Senator Kennepy. You made the point that a contractor would not 
be any worse off than he is today when those contracts can be canceled. 





BUDGETING AND ACCOUNTING 167 


than he would be under this arrangement if he were given the authori- 
zation and money for the first year. Then if the Congress wanted to, 
theoretically, it could cancel it. But so can the Defense Department 
today, once it pays the liquidating costs. 

So I do not really see in these long- term contracts how a contractor 
would be any worse off, and Congress might be better off in controlling 
the funds. 

Do you see what I mean ? 

Senator Symineron. Yes. 

Mr. McNew. I believe I do, sir. First, of course, this bill only 
covers costs and does not cover the whole problem of how you would 
handle your advance authority, such as authorizing contr vcting author- 
ity for such things, nor how it would be provided. 

That problem came up several years ago, because this cost-based 

budgeting has been a subject that has been discussed for a good many 
years. 

That leads next to the problem of appropriating on an expenditure 
basis, that is, appropriating in a given year just with a department or 
agency would be expected to spend, to write checks for that year. 

Now, some people would construe cost-based budgeting as fitting inte 
our present structure. Others would construe it as meaning that you 
would appropriate only what you were going to spend this year. Do 
you see what I mean ? 

Senator Kennepy. Yes. 

Mr. McNett. That is why TI say there has been a lot of loose talk 
about cost budgets, without commencing to pin it down and define what 
is meant. 

Now, if the Congress chose to appropriate on an expenditure basis— 
that is just what we would be expected to spend in a given year—we 
could make that system work. It would take time to install it. But 
if we did, we would have to go back and establish some kind of struc- 
ture, very much as we have today, i in order to authorize us to buy so 
many aircraft, so many ships, so many tanks, and to authorize us to 
keep so many people and to operate so many posts, camps, and stations 
at about a given price; then in, say, part 2 of the bill each year provide 
the cash we would spend in that® year alone. But it means virtually 
a new structure. 

Senator Symineron. Just following the chairman’s thought, I think 
the point is pretty well taken, is it not, that if you pay a cancellation 
charge on a cancellation today, you can pay a profit on that can- 
cellation charge under the law? 

Mr. McNen. That is right. 

Senator Symrneron. So the manufacturer might like to see the 
money appropriated, but whether the program is changed either by 
the executive branch of the Government or the Congress, he is in as 
good a position as he would be, either way. In other words, you 
might have a case where you did not want to build a particular plane 
or ship, in which case you would cancel out, on either basis. Then 
you might have the Congress utilize its rights under the Constitution 
to change its opinion as to whether you did or did not need a certain 
device, a situation which comes up all the time in some of the sub- 
committees of the Congress. 


Mr. McNrt. Yes. 
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Senator Symineron. Let us say, for example, if it were decided you 
do not need a base. Following the chairman’s question, the contrac- 
tor is just as well off under the way that the bill is now reported as 
he would be with this change. Is that correct? 

Mr. McNeix. I do not believe so, sir, unless you added something 
to the bill which in effect said that all such long lead-time authority 
was going to be provided, or lead-time authorization was going to be 
provided in the form of, let us say, contract authority. 

First, I should think Congress would want that themselves, be- 
cause—— 

Senator SymrNetron. Would want what? 

Mr. McNet. I beg your pardon? 

Senator Symrineron. What would Congress want? 

Mr. McNet.. To have a measure of the commitments or obligations 
we were creating for the Government. For example 

Senator Symrneton. They would know the total dollar amount 
that was involved in the production of a bomber or carrier. But it 
seems to me that they have a closer right of review—I have never 
really thought about it this way until Senator Kennedy asked the 
question—they would have a closer right of review if each time they 
had a chance to look year-by-year, in effect, the same opportunity that 
the Defense Department itself and the Bureau of the Budget in the 
executive branch have year-by-year ; is that not true? 

Mr. McNet. Yes, sir. But if I may go back just one step, if we 
consider the cost basis of budgeting to be the appropriation each 
year of just what the agency was expected to spend, that will work, 
providing some other things are done. If we consider the cost basis 
of budgeting for materiel, that of financing or authorizing the full 
acquisition costs at one time, that means what we are doing today. 

What I am trying to do is clear up the different definitions of the 
cost basis of budgeting. 

Now, going to the question that Senator Kennedy brought up a 
moment ago, if Congress chose to finance activities of Departments— 
and I am speaking specifically of the Department of Defense—by 
appropriating each year just what we were expected to spend, or 
write checks for, we would have some mechanism in addition each 
year which authorized us to buy so many aircraft for so much money, 
so many ships, so many tanks, and so much materiel to be delivered 
in the future, also, authorize us to employ so many people to oper- 
ate so many posts, camps, and stations up to a limit of, let us say, so 
many dollars for the ensuing year. 

In effect, when I was asked by Senator Byrd to present such a plan 
in January 1953 (see p. 92), we had given some thought to it back in 
the late forties and early fifties because we thought sometime there 
might be an urge to go to an expenditure basis of bud eting ; that is, 
to appropriate only the amounts to be spent ina year. And the system 
we thought we could work out that would be practicable, but which 
would take some time to install, would be that each year Congress 
would authorize us to operate at a certain level, and it would have to be 
measured in dollars when you got it at posts, camps, and stations, 
and maintenance. 

It would authorize us in terms of dollars how many ships, aircraft, 
and radar we would buy. 
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Now, perhaps none of that new authorization would be spent that 
year, or very little of it in the first year. You would have to author- 
ze us to do it in the form of — 

Senator Symrneron (presiding). I think you are detailing me a 
little bit now on this. 

Mr. McNet. A bit. But it is rather important, I think, sir. 

Senator Symtneron. Incidentally, may I interrupt you just a min- 
ute? Senator Cotton and Senator Martin, we are conducting these 
hearings with my old friend, Secretary McNeil, on a very infor mal 
hasis. If there are any questions that you would like to ask at any 
(ime, as we discuss this, I hope you will feel free to do so. 

Senator Corron. Thank you, Senator. I might do that. 

Senator Symineron. Any time. 

Mr. McNet. I do not want to get into too much detail here—but 
in effect, Congress, in order to have control and also to give us assur- 
anee and contractors assurance that any program we embarked on, 
would carry with it through some mechanism, authority to procure, 
let us say, $12 billion or $14 billion worth of merchandise in future 
vears; then as a second step each year, provide so much —- which 
would be the measure of checks we would write in that ye That 
system could be made to work. It would take a year or two to install 
it, but it would work. But it would involve contract authority of 
some kind, 

As to contract authority, that subject has been discussed almost 
every year by the House Appropriations Committee. At least since 
late 1949 or 1950. At one time they used to } vovide in their bills so 
much cash and so much contract authority. That is a messy kind of 
business to provide, say, just 10 percent cash and the balance contract 
authority. It is one thing that got us into difficulty in all departments. 

So I think that any system you chose should be clean, all cash, or all 
contract authority, and then all cash to liquidate. 

The House committee felt—and I would say hours were spent in 
discussing this—that the contract authority system was wasteful. 
That was their conclusion, and it is one reason they began in 1949 or 
1950 to start appropriating all of the money to complete a certain 
group of aircraft, a certain number of ships, or a certain number of 
radar or tanks. 

Senator Symineton. Regardless of whether or not they needed the 
money in the year in question ? 

Mr. McNett. That is right. 

Senator Symrneton. How did they justif MN that opinion ? 

Mr. McNett. First, they felt that the subcommittee itself would 
scrutinize the shopping list more thoroughly if it required more 
appropriations, instead of really considering as part of the then cur- 
rent budget only the downpayment in saying, “We wil) give you 10 
percent cash down and the rest is contract authority, and we will 
make it up in future years.” That was perhaps—— 

Senator Symineron. Say that again. I did not quite follow you. 

Mr. McNem. Well, they felt that there was a tendency both for 
the Department to ask and the Congress to grant amounts under the 
contract authority principle which they would not consider as lightly 
if they provided cash, In other words, when they asked for cash, 
they really got serious about the business. 
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Senator Symineton. Is that an argument for the cost-based budget ? 

Mr. McNew. No. It is—— 

Senator Symincron. In other words, let me put it to you this way: 
One of the biggest criticisms in recent years has been the length of 
lead time. And as you know, there has been a tremendous emphasis 
not only in the Congress and the departments, but in the press itself 
on the amount of appropriations, which I am sure we both agree is not 
nearly as important as expenditures incident to obligations; right? 

Mr. McNew Yes. 

Senator Symineton. Now, there was a statement that the lead 
times were much too long. I remember some of them ran as long as 
36 months on planes. 

Mr. McNen. That is right. 

Senator Symrneron. And I believe that one of the positions taken 
by the Department when I first came to the Senate was that those 
lead times could be materially shortened without affecting the delivery 
of planes. 

Mr. McNet. As a matter of fact, they have been shortened con- 
siderably, and I think manufacturers with a little less backlog perhaps 
are doing a little better job producing. 

Senator Symineron. Actually, a lead-time plane has nothing what- 
ever to do with shipments and expenditures unless the lead time is 
cut too much; right ’ 

Mr. McNew. That iscorrect,sir. If it is cut too much, then it could 
delay it. 

Senator Symineton. Now, however, it seems to me that that justifi- 
cation for lead time was based on the fact that if you had those long 
lead times, you might get relatively casual with respect to your pro- 
graming and your production at the expense of the taxpayers. 

Mr. McNrm. Yes. 

Senator Symrneron. And I am just thinking that maybe the same 
thing would be true here, that this bill, this cost-based budget con- 
cept, would also give you a closer check on money from the standpoint 
of the contractor himself, that he would know what he was doing was 
going to be periodically reviewed, not only by the administration and 
executive branch, but also by the Congress. Do you see what I am 
trying to say? : 

Mr. McNen. Yes, I do. 

Senator Symrneron. It is a closer control, you might say; it is a 
closer control through management-cost control. 

Mr. McNett. Well, first, I did not intend to convey the impression 
that I was against a cost-based budget. I wanted to understand and 
I thought it would be helpful if we all understood what a cost-based 
budget was, and next I thought that if we were to adopt a cost basis, 
and understood what it was, then we had to go one step further than 
this bill calls for, and outline the machinery, the mechanism or the 
system by which would be granted the authority to make commitments 
for the long-term lead-time items, because before our Department 
could place orders for aircraft, ships or any other equipment, they 
will have to have the authority from Congress in one form or another, 
either in contract authority or in cash. 

I would urge that whichever is done, whether it is contract authority 
or cash, that it be clean, one system: all contract or all cash, and not 
just half and half. 
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Senator Syminoron. And that is a cost-based budget ? 

Mr. McNet. Yes, in the case of long lead-time materiel it would 
be. It budgets based on acquisition cost. 

Senator Symrnaron. Yes. 

Mr. McNett. So you either provide all the money to buy a certain 
number of aircraft, complete, in a year, or you provide contract au- 
thority for these same 200 aircraft, let us say, but not have it part 
cash and part contract. I would urge that we never get into that 
again, 

Senator Symineron. On the other hand, if you are going to estab- 
lish a price, you have got to have an obligational authority. 

Mr. McNeu. That is right. 

Senator Syminerton. You establish a price based on a quantity of 200, 
if you are going to make 50 a year, and not a price based on 50. Other- 
wise you would not get anything like the price that you would with 
a contract for 200. On the other hand, if your budget, per se, was 
on the basis of cost, you would request of the Congress contractual 
authority for 200 planes, but an expenditures budget ‘that would cover 
only 50 planes, bec “ause you would only want that amount of money 
in the year in question in order to pay up the bills. 

Mr. McNew. That is correct. 

Senator Symineron. Or, in other words, pay for your shipments. 

Now, you say that that system would not work ? 

Mr. McNet., That system will work. That system will work if 
we adopt it complete across the board, taking the thousands of items 
that we buy and applying that prince iple to all of them, but providing 
contract authority for the whole 200 aircraft as well as other such 
materiel and then cash for whatever would be needed for expenditure 
that year, but if it were to be done the whole system should be put on 
that basis. 

And that is the principle, really, that we outlined in the plan that 
I mentioned a minute ago. We submitted this to Senator Byrd in 
1953 when he was interested in what could be done if Congress con- 
sidered appropriating on an expenditure basis. It would take a little 
time for the departments to gear themselves to it. 

I think there would be advantages to that system if the change were 
complete. But speaking only of a cost basis of budgeting, as is the 
case in this bill, I think you have to go much further if you want to 
apply or install such a different principle in a new system. That is 
all IT am urging. 

Senator SymincTon. I am asking these questions purely for infor- 
mation. Assuming that you went to a cost-basis budgeting, with 
obligational authority, but the actual appropriation only in theory 
enough to carry your ‘expenditures from the standpoint of your re- 
ceived shipments, I can see what would happen under this bill if you 
got more money than you needed, because engineering changes, for 
example, held up a ship or a plane; you would, as I under stand it, give 
it back to the Treasury. But suppose that due to reasons ine ident to 
world conditions or better production, you needed more money ; would 
you handle that ina muppleemmtal 

Mr. McNet.. We would have to. 


75661—56——12 





~ 


172 BUDGETING AND ACCOUNTING 


Senator Symrneron. You would have to handle that in a supple- 
mental. It would have to be to a certain extent, an emergency situa- 
tion; would it not ¢ 

Mr. McNem. In the same way if you speeded up some other item 
that was under contract, you would still have to do it. 

Senator Symtneton. For example, if you needed more spare parts 
as an addendum to an original order, because of failures of any type 
of part, then you would have to handle that in a supplemental; right ¢ 

Mr. McNett. That is right, siz 

In the past I think the Government has devoted too much attention 
to the obligation side of the picture and not enough to the cost. There 
is no question of that. But at the present time, there is a great 
tendency on the part of some to think only of costs and never of the 
obligation side. I think that to fail to emphasize either would be 
dangerous both for the Congress and for the department. 

I certainly want to see business management in Government. 
However, many things that a business has to do because of taxation 
and what not are not applicable to the Government. Therefore, I 
think if we can put good business principle into Government work, 
but not necessarily try to make Government machinery exactly like 
business, we will make more progress. 

Senator Symrineton. I agree with you entirely. 

Mr. McNem. Frequently we have tried to tap all the available 
talent in business management, accountants and everything else, in 
order to help solve our problem. In fact, when you were Secretary, 
you know we were busy then, and we still are, trying to get ideas that 
will get us a better business management in Government. 

But frequently, people who have worked solely on business account- 
ing deal with costs, to the virtual exclusion of obligations, and in 
many cases they have, for this reason I think, a weakness or a blind 
spot when it comes to the Government operation, where the Congress 
must know what our future obligations are, what we have committed 
the Government todo. And frequently that is overlooked in applying 
the so-called accrual and cost basis of budgeting. I think there is a 
tendency to downgrade the obligation phase too much. 

Senator Symrneron. I think you used the term not too long ago of 
the board of directors with respect to Congress. I agree with that. 
My chief criticism of Government accounting as against business 
accounting would be that in Government ever -ybody i is very careful 
to record where the money goes or tries to be, so that there can be 
no question about any nonsense, and they try to record every penny. 
But on the other hand, I do not think they interpert the recordings as 
one does in private business in order to get better management. 

Mr. McNett. That is correct, sir. I think you have put your finger 
on one of the real weaknesses. 

Senator Symrneron. And that being true—and I am not saying I 
am for or against this—I want to emphasize this point, nor have I 
been briefed in it except by a member of my own staff in the last 
hour before we started—but wouldn’t this cost-based budget, which 
I believe Senator Byrd was quite interested in—you mentioned him a 
couple of times—— 

Mr. McNem. But as I say, I want to add rather quickly there—— 
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Senator Symincron (interposing). Wouldn’t that give you a little 
better—let us use a trite but still good term—wouldn’t that give you 
a better cost control ¢ 

Mr. McNet. It could, sir, if we had the whole system, but not just 
one piece of it. That was really my point. 

Senator Symincton. Now, when you say that—I will take that as 
a premise—what would you need beyond this bill in order to have a 
whole system, as you put it? 

Mr. McNem. Adopt the system whereby the Congress each yea 
would authorize our entire program, some of which would be just “ 
the following year and some of which would extend into future years; 
and then as a second action, or companion action, provide the ash 
which we would spend the following year. 

Senator Symrneton. Right. I understand that. But how does that 
differ from what we do now? 

Mr. McNett. Well, it is different in the sense that, while we present 
the program and it is authorized in terms of appropirations to main- 
tain a strength of so many men, operate so many stations and buy so 
much materiel, the difference is that the cash is all appropriated at 
the moment. 

Senator Symrineton. I understand that. Now, this bill would say 
that the cash was only appropriated for the year in question ? 

Mr. McNer. Right. 

Senator Symrncton. Except for that modification, where would 
there be any difference that you would have to worry about? You 
say, “If you go the whole way.” Allright. Let us not discuss whether 
you should. “But let us take the premise that you do. What would be 
the difference between your approach to the Appropriation Commit- 
tees and the authorization committees of the Congress now under this 
bill and the way we have done it in the past? That is what is not 
clear to me. 

Mr. MeNei. The difference in approach would not be great. It 
would be almost the same. Their method of treatment would be 
different. 

Senator Symrneron. If there would be any difference of any kind, 
what would that be? 

Mr. McNrut. I beg your pardon, sir? 

Senator Symineton. If there would be any difference of any kind, 
what would that be? 

Mr. McNem. There would be a difference of treatment once the pres- 
entation is made; no difference in the general presentation, except 
perhaps more emphasis on what you are actually going to spend next 
year. There would be more emphasis on that. 

Senator Symincron. In other words, you would be forced to tell 
the committees more about your actual costs than you do now as 
against your actual obligational authority ? 

Mr. McNem. No, not actual cost; actual expenditures in the next 
year. 

Senator Symineron. Actual estimated expenditures? 

Mr. McNutt, Yes. 

Senator Symineron. Well, in effect that would be actual costs; 
would it not? 
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Mr. McNew. Yes, except that when we embark on something in the 
future, I think it is well for the Congress and ourselves to consider 
the total cost over the long term. 

Senator Symineron. Oh, yes. But you would present the total cost 
in your request for obligational authority ‘ 

Mr. McNet.. Yes, sir. 

Senator Symrneron. And then you would segregate out of that 
your estimate of what you would need to cover your expenditures for 
the first year of the overall program ¢ 

Mr. McNet.. Of course, this bill does not call for what you have just 
mentioned or what we are diseussing. If this bill did, and then pro- 
vided a reasonable time to put it in motion, I think it might be a real 
step ahead. 

Senator Syminotron. I think we are making a lot of progress. 

Where does the bill not carry out the idea that we have just, per- 
haps it would be fair to say, agreed on as better cost control ? 

Mr. McNew. It just talks about the cost basis of budgeting : 

For purposes of administration and operation, cost-based budgets shall be 
used by all departments and establishments and their subordinate units. Fund 
allocations within the departments and establishments shall be made on the basis 
of such cost budgets. 

And, of course, supplementals are to be submitted on a cost basis. 
But that is not a plan of operation such as we have been discussing 
here in the last 5 minutes. The plan we have been discussing 

Senator Symineron. Then what von say, as I understand it, is that 
if this bill was a cost-based budget, as they call it, which is a budget 
based on expenditures, how does that alter the fact that at the same 
time you asked for the money, you presented your cost of your overall 
program and the estimate of the total cost, whatever the program 
would be? Then you would be satisfied with it; is that right? 

Mr. McNett. Yes, but, personally, I think it could be made to work ; 
but we would have to go a little further than that. That is generally, 
however, along the lines that I think would be workable. Time 
enough would have to be given for both the Congress and the depart- 
ment to adjust itself to that type of operation. That was in essence 
the outline plan that we submitted about 3 years ago—— 

Senator Symineton. Now, let us go back to the bottom of your page 
3. Your first amendment in effect applies'to what you are just saying, 
does it not? 

Mr. McNem. Yes, sir. 

Senator Symrneron. All right. Would you proceed with that, 
then? 

Mr. McNet. Yes, sir. 

Senator Symrneron. Senator Cotton, have you any questions you 
would like to ask at this point? 

Senator Corron. Just one, if I may. 

You had a representative present when we were talking the other 
day and talking yesterday, I think, about the proposed amendments 
that were going to be drafted and submitted by the Bureau of the 
Budget and the Comptroller General’s Office ? 

Mr. McNett, That had reference to the other bill that was being 
considered here ? 

Senator Corron. Yes. 

Mr. McNett. Yes, sir. 
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Senator Corron. Now, that was along the same line of what you 
are talking about changing this bill, was it not, and making it more far 
reaching ¢ 

Mr. McNetu. No, sir. That was Senate bill 3362 (see 2), I 
believe, and that dealt with two problems: (1) the settlement of « claims; 
and the other was the consolidation of accounts once the period of 
obligation had expired. 

I understand there is a committee print here with a proposed amend- 
ment. 

Senator Corron. I was only trying to draw an analysis. But are 
you suggesting that this bill could be strengthened by an amendment 
so that it would be affirmative in going the ‘whole w: vy in putting ina 
cost system ? 

Mr. McNett. Yes, it could. I think it would take quite a lot of 
work, sir, but it could be done. 

Senator Corron. Would you favor that? 

Mr. McNet. Yes, I would favor it personally, because I think there 
are advantages. But it would take, my estimate would be, at least a 
couple of years of intensive work before the departments and the Con- 
gress could reverse themselves and put in the system. 

Senator Corron. In other words, it could not be done overnight? 

Mr. McNetz. No, sir. 

Senator Symineton. Now, what system are we talking about there, 
Mr. Secretary ? 

Mr. McNetm. I am talking about the system on which we were 
exchanging views about 5 minutes ago, where Congress would author- 
ize the whole program on the one hand and provide separately 

Senator Symrneron. But they do that now. 

Mr. MeNetu. They do. 

Senator Symineron. They do it now. So there is no change there. 

Mr. McNett. No substantive change. 

Senator Symrneton. And then the next point? 

Mr. McNew. Then the next point is providing concurrently, or as 
a companion action, the cash you would spend in the following year. 

Senator Symrneron. All right. Now, what happens now is that 
Congress authorizes all the money for, ‘say, the 5-year program or 
whatever is necessary in order to get all the merchandise involved 

on the basis of estimated lead times, and the change would be that 
they would authorize that but only put the money up for the expendi- 
tures required in the year in question 

Mr. McNet. Yes. 

Senator Syminetron. That appears to be a relatively simple pro- 
cedural correction. 

Mr. McNeu. No. It is quite involved, sir, because the Government 
departments have not as a practice, and particularly the Department 
of Defense has not as a practice, refined their estimates of what is 
going to be spent in the following year by all the 3,000 different pro- 
grams to a point where you can make a good guess. 

Senator Symineton. If you are talking about major items, now, 
we will take a Forrestal carrier program, or we will take the B-52 
bomber delivery program. Certainly in the authorization for that, 
you say in the next 5 years we want so much money because we are 
going to get so many carriers, which would be one, or so many bombers, 
which would be a certain amount, and so forth. There would be no 
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problem about that. “This is what we estimate we are going to need, 
and this is what the authorization is that we would like to have.” 

Mr. McNem. No. That part is simple. 

Senator Symineton. All right. 

Mr. MoNew. That part is simple. 

Senator Symineron. Then where do we get into complications ¢ 

Mr. McNet. And we are doing it today. 

The big problem is arriving at, in all the various procurement 
programs as well as operating programs 

Senator Symineton. No. We are not talking about operating pro- 
grams now. Weare talking about the purchasing of carriers, planes, 
or bombers. We are talking about procurement programs. 

Mr. McNen. All right. I will stick to the procurement pro- 
gram 

Senator Symrneron. Yes. 

Mr. McNet. Although I think this should apply to the whole 
business if we are going to do it. 

Senator Symineron. Let us stick to this one first. 

Mr. McNew. All right. The analysis of actual cash requirements 
in all the scores and hundreds of contracts is not a science in the De- 
partment of Defense at the moment. How much will actually be 
spent on a contract, how much actual cash will go to Boeing, Con- 
vair, Grumman, or anybody else, next year is not known precisely. 
You can guess it approximately. But attention has never been placed 
in any executive department that I know of, and certainly the Depart- 
ment of Defense, on that phase, as being one of the key points of pro- 
curement. We would have to make a rather accurate estimate, because 
if we overestimate Grumman or Boeing a little bit, we could easily 
come to you with an estimate of 10 percent above what would actually 
be required. 

Senator Symrneron. And you put the attention of the people in- 
volved deeper in‘o cost analysis, and therefore control through the 
management of the cost. 

Mr. McNeas. All of which, I think, could take a couple of years 
to get the thing working. 

Senator Symineron. Senator Cotton, I did not mean to interrupt 
you. 

Senator Corron. That is allright. You said that Senator Syming- 
ton lived with these things, and so he will drop us some of his com- 
ments as we go along. ; 

Mr. McNem. Excuse me. 

Senator Corron. I just want to straighten out 2 or 3 things in my 
own mind, First, sticking to procurement only, sticking to this mat- 
ter of when you contract ahead for a carrier or for a large number of 
substantial number of planes, and the contract is going to take 5 or 6 
or 7 years to carry through, are those contracts firm contracts with a 
fixed amount, or do you have escalator clauses or some other means of 
taking care of a possible change in the cost of material and materiel. 
and so forth ? 

Mr. MoNetu. There are all types of contracts, sir. On the more in- 
volved material and newer equipment, there is escalation; there are 
target price contracts; there are price redetermination contracts, and 
always provision for design and engineering changes. 
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Senator Corron. Then if you go on a system of authorization, the 
merit of that system, as you have referred to it, is that the Appropria- 
tions Committee of Congress knows what it is being obligated to in 
the future. It is almost impossible for you or anybody else to inform 
a committee of Congress what an important contract like the construc- 
tion of a carrier or a large contract that extends over several years is 
going to cost. You cannot foresee what it is going to cost; can you? 

Mr. McNzw. Well, I think we are doing a pretty good job of that, 
sir, as to the overall cost, but it is more difficult to forecast, by contract, 
just how much will be spent in each 12-month period in the case of a 
long-term contract. 

Senator Corron. I am not questioning but that you are doing a good 
job. 

Mr. McNet. No; we have gotten it down to a point that, while once 
in a while we have a cost change or cost changes that in the aggregate 
mean that something costs a little more. I would say our estimates 
of what this material costs are remarkably good in all services at this 
moment. 

Senator Symineron. Would you yield just a moment? If you can 
do a good job in 5 years, you can certainly do a better job in a year, 
because you are going to have changes in cost, changes in material 
costs, and changes in labor costs. So if you can do a good job for 
5 years, why can’t you do a good job for 1 year? Or let me put it to 
you this way. Now this isa little broader question, 

Nobody wants to see a balanced budget more than we three up here, 
I am sure of that, but you have a $60 billion budget overall for all the 
Government, and you are going to balance it, Secretary Humphrey 
said, by $200 million, That would be, just figuring here, about one- 
third of 1 percent of the budget, as the difference between a balanced 
budget and an unbalanced budget. 

Now, if there is any problem about what you are actually going to 
spend in a year for activities thta take around 64 or 65 percent of the 
total tax dollar, I do not see how you can estimate that you can balance 
the budget unless you know what you are going to spend pretty closely, 
especially as you estimate by such a fine line as one-third of 1 percent 
of the total. 

Mr. McNew. That is a very good question, and I can tell you how it 
is done. 

First, if you will make an adding machine list of the best. estimates 
made by a great many very able people in charge of the hundreds of 
individual programs, the total will run far greater than the amount 
that will be required to cover the checks written during the year. 

For example, if we should take any one of the proponents of a 
missile, he knows it is going to work. He knows the thing is going to 
come along beautifully, and when he lays out this estimated expendi- 
tures, he knows that that is about it. 

If you take a new engine or a new aircraft or a new tank or a new 
radar, the proponent of that program knows he is going to get it quick 
and, that the initial schedule is going to be met. So his estimate of 
expenditures on his program, frankly, will be high. There is noth- 
ing wrong with that. He would be trying to do the best job he knows 
how. True, he has not been required in the past to be precise in re- 
fining his estimates. But the sum total, the adding machine list of all 
program estimates will be greater than the amount of checks written 
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next year, because whether it be strikes or whether it be design diffi- 
culties, or what not, things do not always move just as each individual 
program proponent thinks they will. 

So, as we justify these programs to committees and try to estimate 
the amount that will be spent on each major program or contract, the 
sum total of that will be considerably greater than the actually re- 
quired overall. It is just bound to be. Expenditure estimates are, 
Pherefiee: not the sum total of individual program estimates but rather 
such estimates in the aggregate, modified by experience, possibility 
of slippage, knowledge of overall levels at employment, and so forth. 

Senator Corron. Mr. McNeil, I want to make it very plain to you, 
that my question is not critical. 

Mr. McNett. I understand. 

Senator Corron. I served on the Appropriations Committee in the 
House for quite a long time, and I even served briefly on one of the 
military subcommittees, and I have really been amazed, and marveled, 
that the Defense Department could do as accurate a job as it does in 
laying out the program of what is going to be required. 

But it still seems to me—and the purport of my question was this— 
that if the advantage of the authorization system is that Congress is 
supposed to know in advance the whole program, it would seem to me 
that, changing as rapidly as you are, with the cost of material chang- 
ing rapidly at times, your own specifications, sometimes change, do 
they not, on long-range contracts—— 

Mr. McNet. They do. 

Senator Corron. You do not have that complete knowledge and, 
on the other hand, you have less control. 

What I would like to ask you is this and then I will yield to Senator 
Symington. 

Senator Symineron. No, I am interested in this. 

Senator Corron. Would you be willing, because some of us on this 
subcommittee have not been through the mill as Senator Symington 
has, would you be willing, or would it be too much trouble to have 
somebody on your staff prepare for this committee so that some of us 
can study it, one or two examples of budget tables for appropriations 
for procurement, like planes or carriers, or something else, and one or 
two examples of the requirements of supplies—do I use the correct 
term ¢ 

Mr. McNett. Yes; I understand. 

Senator Corron. And show us in those special items or appropria- 
tion titles how the two methods would work and what would be the 
effect of this bill, and the budget information and tables. 

Mr. McNet. I think I can do that, Senator. We would have to 
understand that working out a single example is rather simple. It 
is when we put the literally thousands of items together that we get 
into our problem. 

I would like to complete an answer to Senator Symington. 

I do not mean to say that we could not do it, but, in a reasonable 
period of time, I think we could get to a point on the expenditure side 
where we could be almost as proficient as we are on the other side at 
the moment. 

We have been working on this phase of the problem during the last 
3 or 4 years to get where we are now. We do not consider our ex- 
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penditure estimating by program as satisfactory as our estimating on 
total program costs. 

So all I meant was that it would take time to put such a system in 
and make it work. 

Senator Symrneton. I do not want to pass any compliments out 
here, but I do not think there is anybody in the Pentagon more knowl- 
edgeable of figures and problems of figures than you are, and I have a 
great respect for your opinion. On the other hand, you see these 
periodic disclosures of waste. For example, I was pretty shocked to 
read the testimony that has just been published in the House Military 
Appropriations Subcommittee. It does not have to do with this 
Administration or that Administration. It has to do with both Ad- 
ministrations. 

Mr. McNem. Yes, that is right. 

Senator Symineton. I noticed that Secretary Wilson said he was 
“mad and sad.” I think those were two of the words he used after 
reading that record. 

Mr. McNem. Those were exact quotes. 

Senator Symrneron. Is that right 2 

Mr. McNet. Those were exact quotes. 

Senator Symineton. It was on page 161, I believe. 

I know that there was a case where a plane was believed faulty and, 
for many, many months after it was purchased, or 6 months 
afterward, at times, killing test pilots due to engine failure. That 
story broke as the result of a great newspaper’s investigation, for 
which it got an award. 

Now, I know and you know, and I know that you know that I know, 
that there was no skulduggery in that situation. The chances would 
be less than 1 percent. It is just the fact that we have really loose 
management control through cost control which, as I understand Sena- 
tor Byrd’s approach to the problem, is the thing that he is so anxious 
to get. 

There are always a lot of methods by which you can make a budget 
balance, or an estimate balance, for example—you can stop buying or 
you can defer shipments—you can do a lot of things to justify a posi- 
tion—of course, against that you have to balance how much you need. 
In business you could not do that if the stores were crying for mer- 
chandise. But, at the same time, in Government you have a better 
chance of doing it, especially in the Department of Defense, unless 
you are in a war. 

Now, all I say is, would it not be better—and I am just thinking 
this thing out with you here—to force the Department to a closer 
analysis—and that is what we are really talking about, Mr. Secretary, 
as I see it. Would it not be better to force them to a closer analysis 
of actual expenditures in the year in question, so that what you would 
really get, as I see it, would be better control on the part of each 
service of the money that is granted to them by the Department of 
Defense ? 

Mr. McNett. I think anything that we can do which will encourage 
that will be helpful. 

On the item that you just mentioned, however, I do not believe that 
appropriating on an expenditure basis would have prevented the 
matter. I have examined that rather carefully. I examined the 
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House Committee report, as did Secretary Wilson, and we said, “Let’s 
take that report and see how much we can get out of it to improve 
our operations.” 

Senator Symineron. I thought his testimony was very constructive 
on that. 

Mr. McNett. In other words, he did not oppose it or attempt to 
whitewash a thing. We all really wanted to find out if there was 
anything in the report which would help correct the machinery to 
i recurrence in the thousands of transactions we have. 

I do not believe that any change we are talking about here would 
have affected that case. In fact, one of the real problems is how do 
you get people, when they find something is drifting into trouble, and 
this is true in business as well, to cut off something, once you know 
it is not going to work, or once you think you are in trouble. That 
item plus ¢ another one that was canceled last year—it was not the same 
. type of situation, but the item was not going to be a productive or 
really effective type of equipment because of delay in development— 
was an instance where I think we waited a little too long to drop it off. 
But how do you get that done promptly when the people need a more 
advanced article “desperately, and sincerely hope and believe it will 
work out. Hope is a great thing in this world, and they hope that 
some development will come along to make it work. 

Senator Symrneron. Let me ask you this. In business, almost 
every company has what is, in effect, termed a monthly balance sheet, 
earnings, statement, and balance sheet. showing assets and liabilities, 
current and fixed, and earnings against costs, and so forth. 

And that is broken down now to where you generally submit it 
every month, as you do the whole business to your stockholders every 
year. 

In business, I found out that if you had a statement that was a weekly 
statement, that was much better than a monthly statement, giving 
various things incident to your fiscal position and quite a lot incident 
to vour operating setup. 

Then we got it down to a day. Every day we had certain figures 
distributed around on mimeographed sheets, so that every day we 
had a check. 

Mr. McNet.. Particularly on the trouble spots. 

Senator Symrnoron. I beg your pardon ? 

Mr. McNett. Particularly < on the trouble spots. 

Senator Symineton. That is right. For example, in a foundry, 
you can allocate per sand casting, if you are still in sand castings, 
per day. What I think now is that if you tighten this thing up, and 
that is what we are talking about, this would be tighter cost control. 
You can get your authorization—TI am in complete agreement on that, 
that you “ought to present your whole program to “the proper com- 
mittees—but then you say, “This is the money that we want this year, 
because this is the estimate of what we will spend.” 

If you do not spend it, it goes back to the Treasury, and if you need 
more than that, then you come in for a supplemental, which, as a 
matter of interest, we do pretty nearly every year. Has there ever 
been a year in the Defense Department when you did not come in for 
one supplemental ? 

Mr. McNet.. It is usually one or more, sir. 

Senator Symrneron. All right. 
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Mr. McNew. I might say, Senator, that not necessarily with this 
objective in mind, but realizing the importance of trying to get a good 
idea of what you are going to spend, we have been dev oting consid- 
erable effort to evaluating operations on that basis, in recent years, 
although it has not been a mandatory part of the budgeting process. 

I might say this, that 3 or 4 years ago, or even 10 years ago, the 
initial estimate of what would actually be spent in a given year out of 
the available authority would run from 25 to 40 to 50 percent in the 
aggregate above the amounts that actually were spent. In the last 
2 years, we are getting to a point where the program managers are 
vetting their estimates down within 10 to 15 percent above what would 
be a good gross estimate. We have been devoting a great deal of effort 
to that side of the business, even under the present budget structure. 

We felt that once the House Committee cleaned up, what I thought 
was a very bad practice, as I mentioned a moment ago, of providing, 
let us say, 10 percent down and the balance contract authority, which 
was the old method of providing contract authority, and started to 
fund or appropriate for the full amount of the programs as presented 
and approved, a great step forward was taken to clean up the thing. 
Then the Congress helped us a great deal by providing a continuing 
type of appropriations for most of our long-term procurements. T hat 
was a real help, and frankly it has saved the Government a great deal 
of money because—and I think you would know this perhaps better 
than almost any of us—if you have something such as the aircraft 
you mentioned a minute ago, and the people involved can cancel and 
use the funds for something that is good, it is much easier to get that 
decision made to cancel, to close out or to slow down the ineffective, 
unsatisfactory purchase. 

If, however, it is “dead money,” you will find, I think, human nature 
heing what it is, that the proponent will hang on as long as he can. 

Senator Symincron. That isso. 

Mr. McNet. A good example may be found in the case of the 
Marine Corps. When the Marine Cor ps was provided continuing 
type apporpriations there was, in the following year, substantial 
adjustments in their procurement programs. 

Senator Symrneton. Now, when you say “continuing money,” do 
you mean revolving funds irrespec tive of obligation ? 

Mr. McNett. No, sir. 

Senator Symineron. What do you mean by continuing money ! 
Define that. 

Mr. McNet. No year funds. When g ipkolnyy it is available 
for obligation until it is completely used. It does not lapse on June 30. 

Senator Syminoron. I think we are all opposed to that, unless it 
is required under long-term procurement programs. 

Mr. McNet., We have only applied it to long-term procurement. 
But the Marine Corps had never had it even for such procurement. 

They had always had annual appropriations, Their program under 
previous annual appropriations was considered reasonably sound. 

However, in the year in which they were granted no-year authority 
for their major procurement, they immediately went back over their 
list of outstanding material and dropped out about $300 million worth 
of materiel because they felt, “If we can use that authority for more 
modern gear, there is no point in accepting something that is sub- 
standard,” and so forth. 
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I would say we definitely saved by that change in method of financ- 
ing $300 million for the Government. Otherwise we would have taken 
the other material and immediately had a requirement to replace it 
with the more modern equipment. 

Senator Symineton. Yes. 

Mr. McNeu. I think the Air Force has done the same thing. 

Senator Symineton. Now, Mr. Secretary, you got down to the 
bottom of page 3. I have one more question, and unless some of the 
other Senators have a question, I would like you to proceed with your 
statement. 

The question I would like to ask you is if you-put in: 

Considering the lead time which must be allowed in incurring obligations in 
advance of incurring costs. 

That in itself would simply be a recognition of the problem and would 
not change the basic idea; would it? 

Mr. McNem. No; it is a recognition of the problem, and implies 
that you have to provide in some form the authority to make these 
long-term commitments. 

Senator Symrneton. Right. In other words, it is a request for 
obligational authority, but not a request for a change from the basic 
concept of cost-based budgets ? 

Mr. McNetm. No. 

Senator Symrneron. Right? 

Mr. McNetw. But again, I want to make it clear that cost-based 
budget, I think, must mean two things: One is acquisition cost on 
equipment, major equipment; and the cost of consumption in normal 
housekeeping and day-to-day operations. 

Senator Symrineron. Right. But you would not want to extend 
the money that you asked for beyond what you would spend in the 
year in question; right? 

Mr. McNem. Not if Congress provided for a completely new sys- 
tem ; no. 

Senator Symineron. And what you are really saying in this un- 
derlined part of your talk is to ask that full consideration be given 
to long-term items, regardless of whether you do or do not have the 
expenditure situation in the bill as of now; right ? 

Mr. McNeu.. That is right, sir. 

Senator Symineton. Senator Cotton, do you have any further 
questions at this point ? 

Senator Corron. No. 

Senator Symrneron. Senator Martin? 

Senator Martin. No questions. 

Mr. McNem. But to make this clear, sir, I think that if this bill 
did contemplate such a change, it would be helpful to outline the 
whole problem and to state the basis of appropriations and costs of 
long lead-time obligations. 

Senator Symineron. Do you have any language that you would like 
to see included in the bill? 

Mr. McNetm. We have some, but it does not give the complete pack- 
age that I would urge be considered. 

Senator Symrneron. Will you proceed ? 

Mr. MoNen. Right, sir. 
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Next, insert in section 216 (c) the wording underscored above after 
the words “shall be prepared on a cost basis.” 

Insert in section 216 (d) the underscored words: “The budget re- 
quired by section 201 of this act to be transmitted to the Congress 
shall contain information on program costs and accomplishment as 
well as obligations and expenditures “ar 

You must keep those two things in the picture. 

Senator SymineTron. May I ask just purely for information, what 
is the definition of “accomplishment”? Does that mean what you 
have actually done to date on the overall program ? 

Mr. McNem. What we have done on the program to date, yes, where 
it stands. [Continuing :] 

4. Add to section 216 (e) to define the cost basis of budgets, as fol- 
lows: 

(e) The cost basis of budgets, as provided in this section, shall mean: 

(1) cost of acquisition in the case of programs for construction of public works 
or procurement and production of materiel. 

(2) cost of goods and services consumed in the base of operating- and admin- 
istrative-type programs. 

(3) depreciation of capital assets employed shall be excluded as a cost except 
in cases specifically authorized by law. 


While the proposed bill does not provide for changing the basis of 
appropriations from obligational authority to acc rued expenditures or 
costs, as recommended by the Hoover Commission, we would like to 
mention that the Department of Defense is not opposed to that idea 
and believes it has merit, provided the concept of obligational author- 
ity is retained, as for example by the provision of separate contract 
author ity by the Congress, in the manner recommended by the Hoover 


Commission. 

We mentioned a moment ago that we had outlined our thoughts on 
that. 

Senator Symincton, Excuse me, Mr. Secretary. Let me just be 
sure I understand here. What you are adding, as I understand it, 
under No, 4, is that you want a more precise definition; is that right? 

Mr. McNet. Yes, sir; that is one of the points. 

Senator SyMINGTON, You do not change the idea that you only ask 
for the money you need for the year in question, but you want a pre- 
cise definition with respect to complete clarification before the Con- 
gress of the total cost over the long pull of the entire program ? 

Mr. McNetw. The current cost, as well as the obligational authority 
that you need to carry on. 

Senator Symriveton. Right. 

Now, one other question here on page 5, because it does not do us 
any good to read this without understanding i it. You say, “We would 
like to mention that the Department of Defense is not opposed to 
that idea and believes it has merit,” the idea being to change the basis 
of appropriation from obligs ational authority to accrued expendi- 
tures, 

I think we understand that, that is just shortening it up to the year 
in question. 

Mr. McNet. As a matter of fact, we are trying to take the present 
system and approach that ideal at the present time. 

Senator Symuneton. Right. But you say, “provided the concept 
of obligational authority is retained.” Of course, that would have to 
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be retained. Otherwise, you would have a complete balk from some of 
your suppliers; do you not agree # 

Mr. McNen. That is right. But if you read the writings and re- 
ports of many people who have written on this subject, they drop 
this out, ignore it, or play it down, and I think it is a vital part of 
this whole package. 

Senator Symrncton. Yes. Thank you. 

Mr. McNeru. Now, there is another section of the bill that would 

require the Bureau of the Budget to assign personnel to serve in each 
principal department and agency. 

We would question whether the Budget and Accounting Act should 
be amended, as proposed, to prescribe the designation and assignment 
of Bureau of the Budget personnel to serve in the principal depart- 
ments and agencies. 

Infor mally, we have, I think, a very excellent working relationship 
with the Bureau of the Budget; in fact, we are doing what this pro- 
poses. We have tried to operate for a number of years on the basis 
that the “safe is open” and the Bureau is welcome to information they 
need day in and day out, 365 days of the year. 

In fact, there are more than two now regularly assigned in and out 
of Army, Navy and Air and our place, because we want our programs 
to be in such shape that we do not care who scrutinizes them. We 
think that is proper, so we have worked out an arrangement which 
is time saving, as well. As you recall, years ago we used to submit 
the budget on September 15 fo the Bureau of the Budget, followed by 
a series of hearings there from September to December. In fact, othe: 
agencies are still doing it. 

We have shortened the time required because now, by more or less 
living with us on an informal basis, they know what is in our pro- 
posals. Therefore, we eliminate 2 or 3 months of time previously 
required to process a budget and, in that way, we can get the Joint 
Chiefs’ plan 2 or 3 months later. The people who are working on 
the procurement plans have 2 or 3 months’ more time to develop their 
plans and make decisions closer to the year in which we are to 
operate. 

Senator Symrneron. Now, you are talking about section I (c) 
here? 

Mr. McNett. Yes, sir, but I do question whether such a thing 
should be written into law. It is an administrative matter and—— 

Senator Symrneron. Actually, if I am not mistaken, the Bureau of 
the Budget is in the Executive Office of the President, is it not? 

Mr. McNett. Yes, sir. 

Senator Symrneton. So, if he wanted to do it that way he would 
do it if he thought it would be better. 

Mr. NcNetn. “Certainly. 

Senator Symmneron. And what you really would be doing if you 
passed this part of the law, would be creating by statute something 
which is fundamentally an operating and administrative problem ? 

Mr. McNrm. That is correct, sir. 

Senator Symineron. Because the Bureau of the Budget is either 
satisfied or dissatisfied with the nature of their relationship with the 
Pentagon and the Department of Defense, and that is ther problem 
as the direct representative of the President, is it not? 

Mr. McNem.. Exactly, sir. 
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Senator Symineron. Yes. Now, that comes to another point that 
we discussed. I think Mr. Bordner and I discussed it the other day. 
This one I wish you would give consideration to and I would just as 
soon not have you answer it right away. Just give it some thought. 

One thing that has always worried me is that when we get the 
budget finally over here, it looks like the biggest telephone book in the 
world and I know that I am totally incapable of grasping it in the 
time available. The Executive Department starts off, July 3, I be- 
lieve isthe day. They start working on the next budget. Then in the 
fall, some time, the Services have ironed out with the Department of 
Defense, and the Secretary of Defense has made his decision. Then 
it goes to the Bureau of the Budget some time in the late fall and 
it has to be decided in the early winter in order that the President 
can make his speech to the Congress, or his annual message. Is that 
about right ? 

Mr. McNetn. Yes. 

Senator Symineron. In January. 

Mr. McNew. Except, as I say, we have eliminated that second set 
of hearings in the Bureau of the Budget that used to take from 
September to December. Now, we have consolidated those to save 
some time and get a better job done. 

Senator Symineton. Yes. When are you through with the Bureau ? 
That is interesting. 

Mr. McNett. About December 15. 

Senator Symrneton. About December 15. In any case—and there 
is nobody who would know better—give me your frank opinion as to 
just how long the Congress has to analyze the budget prior to the 
time, for example, when you come up to the Senate Armed Services 
Committee for authorization of the program. 

Mr. McNrm. Well 

Senator Symtmneron. Senator Russell likes to get it over with as 
soon as possible, so would you say he had 30 days? 

Mr. McNem. In the House—I beg your pardon? 

Senator Symrneron. Thirty days? Would that be too much or 
too little? 

Mr. McNett. It is about 30 days, 3 weeks to 30 days, before the 
first hearings before the House Appropriations Committee. 

Senator Symrneton. I was going to say, it would be a little less 
than 30 days and, therefore, except for your appearance before the 
Appropriations Committee, which would be later, April or May—— 

Mr. McNem. Well, in the House, they have been starting about 
the first of February and running through until the last week in 
March or early April—about 3 months. 

Senator Symrneron. That is right, so even in that source of all 
the money, you have a very short time. Therefore, my question is, 
what would you think of Representatives i in the Congress now—let 
me hasten to add—with no authority and probably no right to speak 
except to ask questions at the meetings—but say that members of the 
Appropriations Committee of the Congress, staff members, who would, 
of course, have to be approved by the executive branch, being allowed 
to sit in on the formulation of the budget. What would you think 
of that? 

Mr. McNetv. It would depend on the definition of “sit in.” 
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Senator Symineron. That is right. 

Mr. McNet. As far as inquiring constantly through the whole 6 
months’ period, I would be happy to show what we were doing and 
why. However, as to the question whether they were to sit in at the 
meetings where the decisions are made, I would question whether that 
would be quite the right thing todo. They could, however, live with 
us close enough to know what was happening and what was in the 
budget and w hy. I think the latter might be very helpful to all sides. 

I might add this, sir, and this is a personal view—that if we could 
find some way to have a professional staff, who could serve, let us say, 
both the House and the Senate, in order that a more complete job 
would be done by individuals who were experienced in aircraft, in 
electronics, in research, in personnel—it would not take a very big 
staff—the Appropriations Committee could know what was happening 
and what was in the budget. When our hearings start in both the 
Senate and the House, they would have presented to the committees 
certain policy questions and the pros and cons of principal issues so 
that there would be a more direct and incisive approach to the prob- 
lem. 

I think it would be helpful to both the executive branch and the 
Congress. 

Senator Symrneron. Now, you say you work from the first of July 
in the executive branch, from the first of July to, say the middle of 
January, as a guess. That is 614 months. 

Mr. McNett. Yes. 

Senator Symineton. And during that time you have the capacity to 
analyze, check and recheck your program ? 

Mr. McNet. Yes. 

Senator Symineron. And when you get through you give us a tele- 
phone book—and it is a beauty—and in it is 65 cents of our tax dollar, 
and maybe more than that if you extend it into other fields that are 
ancillary to defense, like atomic energy. 

So you have at least 65 cents of your tax dollar and we, in the Con- 
gress, from an authorization standpoint, have 3 weeks’ to 4 weeks’ 
time to analyze before we act. 

So my feeling is, based on the experience in this side of the Govern- 
ment as well as on the other side, that, regardless of whose fault it is— 
I am not blaming anybody—the system has grown to a point where 
now the check by the Congress is pretty theoretical. 

Mr. McNriz. Well, sir, we are attempting to close that gap. I 
do not know how adequately, but in recent years, and this year again, 
in order to put our program before the Congress so that it can be 
better understood in a reasonable length of time, we have been pre- 
paring about a 60-page document which is submitted to the Appro- 
priations Committees, called the Budget Highlights. There we show 
our asset position, what we have, what we have used, and have not 
used, our expenditures by major appropriations, expenditures expected 
for the following year as well as the past, and an outline of major 
programs in terms of materiel. 

As to aircraft, it lists the aircraft by type and model, and also 
shows the inventory by type and model, as well as the production and 
acceptance schedules. 
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On the section for ships it shows what the situation is on the ships 
under construction and the details of the new conversion program. 
It covers also personnel, Reserve forces, those in drill pay, and so 
forth. 

I agree that the budget document does not give a very good picture, 
even if you are familiar with it, of what is intended to be acc omplished. 
We think our Budget Highlight book does a great deal more. 

Senator Symineton. Yes. 

Mr. McNew. Of course, one of the problems is that a great deal of 
that material in the Budget Highlight book is classified. ‘Some of it is 
not, however, and could be used gener rally. 

Senator Symineron. Let us take a typical illustration and I will 
not labor it any further. But take the Nike and the Talos. There 
a subcommittee of our Armed Services Committee is in the process 
of analyzing that situation, and I am sure that their beliefs will have 
considerable impact—I am not on the committee—with the Senate 
Appropriations Committee when that matter comes up. It involves 
millions of dollars. 

Mr. McNet. Yes. 

Senator Symineton. And yet they do not really get much of a 
chance to really test the performance of the two weapons in accord- 
ance with Senator Jackson’s suggestion which I thought was quite 
sound. ‘There seems to be a question about the relative merits of these 
veapons. Also, one missile is considerably less expensive than the 
other, and, therefore, the taxpayers are deeply interested. There seems 
to be a difference of opinion, right in the Pentagon itself, as to which 
is the better. ‘This is the type and character of thing where I believe 
we ought to have more time, if possible, before authorizations and 
appropriations are handled. 

Mr. McNei. Going back to the thought that I expressed a moment 
ago, maybe it would be : asking too much, but if the House and Senate 
jointly.could have a professional staff of 6, 8 or 10 knowledgeable 
specialists in particular fields whether it be personnel, consumption- 
type material, aircraft or electronics, so that they kept abreast of the 
program, then when the hearings were opened, I thie their attention 
would be directed to developing policy-type questions, and the staff 
could have ascertained the reasonable accuracy of our proposals, as 
far as the detail was concerned, and it might be helpful to all lies. 

Senator Symineron. I would agree with that. 

Mr. McNet. I would urge 

Senator Symincron. Would you object, for example, to this as an 
academic approval ? Suppose the House Military Subcommittee of 
the House Appropriations Committee assigned a man to the 3 serv- 
ices, because your budget originates in the 3 services prior to it being 
presented to the Secretary of Defense; right? 

Mr. McNet. Yes. 

Senator Syminoton. And that that man followed the reasons why 
the budget proposals were what they were. In your meetings, he 
would have absolutely no authority. In fact, it would be understood 
that he did not talk; he just registered. And then he would come to 
you or somebody you assigned for clarification after the meetings in 
question. But then he could come back and report to Congressman 
Mahon and Congressman Cannon, the chairman of the full committee, 

75661—56——13 





188 BUDGETING AND ACCOUNTING 


or, if it is shifted around, Congressman Wigglesworth and Congress- 
man Taber, and they would have a feel of it as the budget was formu 
lated, you see? That is my only thought about it. 

Mr. McNeu. Well, I do not believe it should go quite that far. |] 
would think not as far as participating in the decisions, even as an 
observer. I see nothing to prevent, however, such a staff member 
having program information by living there and following programs 
constantly, let us say, the electronic program constantly al the way 
through, so that he became knowledgeable, but without getting into 
the phase of the question dealing with participating in decision meet- 
ings even as an observer. 

Senator Symrnaron. Would he be more knowledgeable? Except 
for Senators with a genius for figures, like Senator Byrd, or I re- 
member Senator Case when he was on that committee in the House 
had a very rapid grasp of it—it seemed to me that the average Senator 
would have a better understanding of what they were putting up 
these billions upon billions of dollars for. That is the basis of the 
thought. 

Mr. McNet. For my part, I would welcome a more intimate inter- 
est by the two Appropriations Committees on a year-round basis 
than we have had. It would be helpful if it could be handled by one 
single joint staff although I do not know whether that is possible. 
One of the real problems that we have—and I think you probably 
experienced it some years ago yourself—is a considerable number of 
different groups of people looking into our programs, but frequently 
just shallowly, because they do not have time to spend on it. It would 
be helpful for us to have fewer groups—as, for example, a single 
joint staff—on a continuing but more thorough basis. 

Senator Symincron. Right. 

Mr. McNruw. And so if we could get a 

Senator Symineron. And all the way back to the Voorhees com- 
mittee days. Do you remember? 

Mr. McNett. Yes, sir. 

Senator Symrneron. Now, let me ask this. Would you be good 
enough to furnish this subcommittee with a statement along these 
lines, which would not in any way commit you, but to express, if it 

were done, what your thoughts were as to the best way of doing it? 

Mr. McNet. Yes. 

Senator Symincron. Senator Martin, would you have any objec- 
tion to that, sir? 

Senator Marrin. Not at all. 

Senator Symrneron. Without objection, then, the subcommittee 
will request that the Department of Defensse and its Assistant Sec- 
retary in charge of the money will give the subcommittee his idea as 
to how this aspect of budget procedure could be best handled from 
the standpoint of more time, which would automatically mean more 
knowledge on the part of the authorization committees and the Ap- 
propriations Committees regarding the budget of the year in ques- 
tion. (The information requested regarding a joint staff for the 
Appropriations Committees of the Senate and the House of Represent- 


atives follows:) 
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ASSISTANT SECRETARY OF DEFENSE 
° WASHINGTON 25, D. C. 


In the course of my appearance before your committee on S. 3188, it was in- 
dicated that your committee would desire to have my personal views as to how 
the appropriate committees of Congress might best secure a more meaningful 
and comprehensive understanding of the legislative and appropriation re- 
quests presented to the Congress. Because the question was developed during 
consideration of accounting and budgetary aspects, it is assumed that, while 
the word “legislative’’ was used that any contribution that I might be expected 
to make would be primarily from the budgetary aspects and as it affects the 
Appropriations Committees. 

Generally, the problem would deal with the preparation, presentation, and 
subsequent consideration by the Congress of requests for appropriations, and 
it seems to me that it can be subdivided into two rather clear-cut phases. The 
first, dealing with the preparation and presentation of the budget has many 
facets. By the enactment of title 1V of the National Security Act, as amended, 
the Congress indicated rather clearly that the performance-type budget was 
to be adopted. The performance budget contemplates that all costs relating to 
a logieal and identifiable program be included as a project or a budget program, 
that there be a logical grouping of projects or budget programs by the primary 
functions of the military departments, and that there be a segregation between 
capital and current operating costs. These are the most important elements 
for proper consideration both within the executive branch and by the Appro- 
priations Committees of the Congress. 

While there is considerable work yet to be done, considerable progress has 
been made toward this objective in all the services. The most recent example 
of an individual step toward this objective was the development and presenta- 
tion to the Appropriations Committee of the House of Representatives, of a 
revised structure for the maintenance and operation appropriation for the Army, 
The fiscal year 1958 budget is to be submitted with all pertinent costs of some 
35 identifiable programs, each complete in itself. During fiscal year 1957, the 
Army’s efforts in this would be devoted toward making the transition. It is my 
belief that when this is effected for the first time we will have a completely 
understandable and largely simplified structure for the presentation of the ap- 
propriation request. 

There are many additional steps being taken to resolve this problem of making 
an understandable budget and program presentation. One is development of a 
system that gives proper measures of consumption. Real progress is being made 
in this direction by establishment of the stock fund principle in all three mili- 
tary departments. This principle, simply stated, means that material of a con- 
sumption nature taken off the shelf for use is charged to the current-using appro- 
priation, thus providing both better knowledge and increased control by the 
Department and the Congress of expenditures in the broad field of maintenance 
and operation. 

Another step of a similar nature is the expanding application of the principle 
of financing industrial and commercial-type activities by working capital funds— 
sometimes loosely termed the “corporate principle.” This provides a customer- 
supplier relationship and, at the same time, provides a simple and effective way 
of ascertaining the costs of goods and services produced by Government-operated 
activities. An additional large segment of this program was approved by the 
House Appropriations Committee in its report on the Department’s request for 
appropriations for fiscal year 1957. 

The adoption of a system providing for financial accounting for property and 
resultant improvement in inventory management represents additional progress 
toward the desired objectives. 

I would like to repeat that all of the above are excellent steps under any kind 
of organizational or procedural plan for proper preparation, presentation, and con- 
sideration of the Departments’ budget request, and I am in full accord with the 
committee report at the time of enactment of title IV which stated that “The per- 
formance budget does not dilute, but strengthens, legislative control and respon- 
sibility” and again where the committee said “As a matter of fact, the perform- 
ance budget sharpens congressional control over the Department of Defense by 
giving more comprehensive and reliable information” and that “it affords the 
individual Members of Congress the means of understanding what the Military 
Establishment is doing and what the costs are.” 
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The second part of the overall problem, it seems to me, deals with the organi- 
zational and procedural aspects of congressional consideration of the depart- 
mental appropriation requests. As I mentioned in my testimony of Marche27, 
I do not believe it would be particularly helpful to consider a plan which con 
templated congressional staff representation in the course of the preparation and 
formulation of requests to be made of the Congress, to the extent of participating 
in decisions that were being made as to executive branch recommendations which 
were subsequently to be made to the Congress. 

During my testimony I did state, however, and would like to repeat, that J 
have personally felt that it would be helpful if the Appropriations Committees, 
Simpler method of understanding the various aspects of our programs and the 
underlying policies related thereto, and that a small staff of specialists in the 
various fields of procurement, personnel research, etc., might be of substantial 
assistance to the committees. Presently, the competent, hardworking staffs of 
the two Appropriations Committees have little time to pursue on a continuing 
and specialized basis the underlying aspects of the many various important 
programs of the Department. 

In the past, the committee chairmen have, on numerous occasions, named what 
might be termed “ad hoc” committees or groups to examine our requests and the 
underlying policies. For the most part, the personnel chosen from outside sources 
have been competent, but in each instance have had the disadvantage of having | 
to pick up from the beginning and file their reports at the end of 2 or 3 months. 
It would seem to me that rather than depend on short-time specialists’ efforts 
in this regard, the committees could be assisted by a small group of specialists 
working on a continuing basis under the supervision of the present staff directors 
to analyze requests and relate them to underlying policies, thus providing com- 
mittee members with less individual effort on their part with the basis for a 
comprehensive understanding, review, and interrogation. Naturally, from the 
point of view of the Department, it would be helpful if such a continuing analysis 
and review could be made by a single group under the joint staff direction of both 
committees. However, the manner and the extent to which the Appropriations 
Committees desire to pursue their analysis and review is a matter entirely within 
their province. 
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W. J. McNer. 


Mr. McNew. Would I be getting into hot water if I suggested—— 

Senator Symincron. We can go off the record. 

Mr. McNet.. In such a statement that it would be nice if the two 
committees could have a single staff. Is that asking too much? 

Senator Symrneron. Not at all. 

Mr. McNeu.. I do not mean—— 

Senator Symineron. I do not know that it would be agreed to, but I 
personally see no objection to it. It would just be a question of the divi- 
sion of the legislative responsibility, just as we talk about the division 
of powers in “other matters Nobody in the Government has had as 
much experience as you have had now in this feature of the overall 
Defense Department picture, because you have been with it since the 
beginning and you had great experience before the three services were 
combined into the Department of Defense. I think the subcommittee 
would be tremendously interested in anything that you might have 
today on any basis as to how the Congress can have a better chance 
to analyze the budget before we are obligated to pass on it. 

Mr. McNeu. I would be glad to, sir. 

Senator Syauncron. On the military budget. 

Mr. McNett. Incidentally, when I mentioned one staff, I did not 
mean that each Appropriations Committee would not have its own 
staff to handle their respective bills. I was merely thinking of the 
single staff for specialists in these different technical or program fields. 

Senator Symineron. I understand that. And the whole budget 
system in the Congress is a fluid and functional one, where there is 
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a close relationship that ultimately becomes completely identified as 
a regult' of conferences in the event of possible disagreements. 

Mr. McNeu. Yes. I would like to think our budget would be 
accepted by the Congress on the basis of knowledge that it was sound 
all the way through and there were good reasons for things that were 
being done. 

Continuing with section 2 (b) of the bill, this section would amend 
section 113 of the Budget and Accounting Act to require each agency 
to maintain its accounts, on an accrual basis in accordance with stand- 
ards prescribed by the Comptroller General, to show currently, com- 
pletely, and clearly the costs, resources, and liabilities of such agency. 
It is further provided that the accounting system required shall in- 
clude monetary property accounting records. These accounting re- 
quirements naturally should accompany the use of the cost basis of 
budgeting. 

It is doubtless not intended to imply that an agency should maintain 
its accounts exclusively on an accrual basis, because that would mean 
the agency would not maintain its accounts on the basis of available 
appropriations and administrative subdivisions thereof in the manner 
otherwise directed by the Congress in order to prevent the overobliga- 
tion of funds and incurring of deficiencies prior to the recording of 
costs or liabilities in the accounts on the accrual basis. In order to 
adequately control its funds, each agency must continue to account 
for obligations incurred in advance of costs. In other words, it must 
go beyond the accrual basis of accounting as generally practiced in 
industry. 

Senator Symineron. Now, I am sorry, but I do not quite under- 
stand that— 


In order to adequately control its funds, each agency * * * 
When you use the word “agency,” do you mean each service? 

Mr. McNetn. Each department. 

Senator Symrncron. Each department; each service, in effect. 

Mr. McNetn. Yes. 

Senator Syminoron. Including the Department of Defense ? 

Mr. McNem. That is right. 

Senator Symrneron. You could consider the Marine Corps from 
this standpoint as part of an agency ? 

Mr. McNem. Yes, sir; or any other executive department. 

Senator Symrneron. Isee. You say: 

In order to adequately control its funds, each agency must continue to account 
for obligations incurred in advance of costs. In other words, it must go beyond 
the accrual basis of accounting as generally practiced in industry. 

Mr. McNetu. That is right. 

Senator Symreron. I am not quite sure I understand that. 

Mr. MoNetn. Well, if Congress provides us $1 billion to maintain 
and operate 1,000 posts, camps, and stations scattered around the 
world, we cannot use over $1 billion. We must have the mechanism to 
see that we do not. 

Senator Symrneron. Unless you come in for a supplemental. 

Mr. McNem. Yes, that is correct. But would the Congress desire us 
to let each station commander spend whatever he chose on an accrual 
basis and then add up the costs, and if we are short, come up and ask 
for more money ? 
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Senator Symineron. Yes. But I used to have about 100 distribu- 
tors all over the country, and they were given certain allowances, 
Believe me, there was no idea that we would approve any excess above 
that allowance unless they came to us and justified it. 

Mr. McNet. That is right. 

Senator Symrneron. So I do not quite see the difference between the 
cost control of industry and the cost control of Government in that 
particular case. 

Mr. McNett. There is a difference. It is not too great a difference. 
But many people, when they loosely talk about, “Well, we will just go 
on the accrual basis,” think that is the solution. But there must be also 
the mechanism which you use in business, but in business if your sales 
went up, you could authorize them to go further; in our case, we can- 
not do it just within ourselves beyond the limit that Congress has 
authorized. Our control has to be a little sharper. 

Senator Symrneton. I see. You think in business you could do it 
probably on the premise that the President had trust and confidence 
of the board of directors? You could do it as an Executive deci- 
sion—— 

Mr. McNett. That is right. 

Senator Symrneron. Whereas here under the law you must get the 
approval of your board of directors, which in this case is the Con- 
gress: is that your point? 

Mr. McNetw. That is right. 

Senator Symineron. I see. 

Mr. McNew. Therefore, our control has to be a bit more precise. 

Senator Symrneron. And formal ? 

Mr. McNett. And formal. 

Senator Symineron. I see. 

Mr. McNeuw. That is really the point we are making. 

Senator Symrneton. I think I stopped you at “moreover.” 

Mr. McNett. Moreover, it is necessary that each agency shall main- 
tain accounts on a cash basis, as also required by the Congress, in 
accounting for appropriations on the books of the Treasury, in de- 
termining the annual cash surplus or deficit of the Government as a 
whole, and in order to account for expenditures in relation to amounts 
budgeted. 

There has also been some misunderstanding on the part of some 
accountants outside the Federal Government of the special account- 
ing needs of the Government and some impatience with the mainte- 
nance of the obligation and expenditure bases of accounting. 

Senator Symineton. Now, you were so clear in your previous defini- 
tion that I would appreciate your dwelling on this a little bit. 

Mr. McNett. Well, during discussions with several groups from 
outside accounting firms, and some from business, there has been 
some impatience with the fact that we felt we had to maintain control 
over obligations, and to see that we did not obligate more than Congress 
gave us fora particular service or program. 

Senator Symmneron. This bill from that standpoint would help 
you a little bit, would it not ? 

Mr. McNet. I do not see where it would help it, sir. I do not 
believe that would change. 

Senator Symrneron. Well, let us see, now. You would have a 
direct return on your expenditure situation on the basis of one-fifth of 





BUDGETING AND ACCOUNTING 193 


a 5-year program. That might tend to make you more careful in 
your estimating, that you say has been so much improved, as against 
your actual needs. I think that is pretty direct. I will agree with 
you. 

Mr. McNet. There have been those also who, while recognizing 
requirements for maintenance of accounts on the basis of obligations 
and expenditures, have proposed the maintenance of separate account- 
ing systems on the accrual basis, including resources, liabilities, and 
cost of operations, independent of, or ov erlapping the accounting for 
the appropriated funds for which the agency 1s accountable. In} gen- 
eral, it is usually proposed that such separate accounts be reconciled 
with the appropriated fund accounts so far as obligations and costs 
are concerned, but generally there is no consideration given to account- 
ing for resources and liabilities in relation to the specific appropriation 
and fund subdivisions. 

I can add a bit to that. We have had several proposals made that 
accounting should be done on the accrual basis without regard to the 
source of funds. We believe that any accounting system we establish 
on the cost basis must tie in to the way you people give us the money, 
and do it in a single system. 

I hate to take | the time of your subcommittee with this type of de- 
tailed discussion, but this is one of the points that has caused, I would 
say, some delay in going ahead with a firm program for fiscal improve- 
ment in the executive department. 

Senator Symrneron. As long as you understand my position on this, 
speaking for myself only, I do not think you can have a more impor- 
tant hearing than this on the Hill, because if we do not somehow get 
the record out so that we start building in the Department of Defense 
on the basis of progress, the free world, from the standpoint of de- 
fense, is going to lose. And the only way I know to earn more money 
if your sales stay the same and you have these long-term programs, is 
to reduce your costs. 

So what we are really talking about here is how to get more defense 
for the taxpayers’ dollar ; is that not correct ? 

Mr. McNreiu. That is correct, sir. 

Senator Symrnetron. And what could be more important than that, 
with the whole concept of our way of life in the balance? So don’t you 
worry about the time you take. 

Mr. McNew. This gets a bit on the technical side, and I did not 
want to lead you in too much detail. But we are getting at the heart 
of some of the reasons we have not adopted the incomplete accrual 
plan and gone ahead with it, I believe. 

While we agree that the use of the accrual basis of accounting is 
desirable to the extent of providing the same basis of accounting as re- 
quired for budgeting on a cost basis, we believe it is important that 
there be no indication in the bill of either implying possible elimination 
of the obligation and expenditure basis of accounting for funds or any 
possible requirement. to duplicate such accounting through the use of 
another system, even with the understanding that there be reconcilia- 
tions between the two systems. The accrual basis of accounting can 
be integrated within the basis of fund accounting without the use 
of any separate system of accounts, nor requirement for a reconcilia- 
tion between separate cost and obligation accounts. Such integration 
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is often facilitated by the use of revolving funds, as in the Department 
of Defense, for financing inventories of consumable materiel and pro- 
duction of goods and services in industrial and commercial-type 
activities, for sale to activities financed by appropriated funds. 

The proposed bill would provide that the C omptroller General pre- 
scribe standards for implementing the provisions for establishing the 
accrual basis of accounting. We believe this responsibility should be 
in the executive branch of the Government, in the Director of the Bu- 
reau of the Budget. Such standards are not separable from standards 
for the cost basis of budgeting. 

Senator Symineron. Let us get into that just a minute here: “The 
proposed bill would provide that the Comptroller General prescribe 
standards for implementing the provisions of establishing the accrual 
basis of accounting.” 

Now, what do you mean by that, Mr. McNeil? That is nice language 
there, but T can’t quite follow it. 

Mr. McNet. It is stated in section 2 (b) of the bill, and my point 
that I wanted to make, sir, was along the lines we discussed about an 
hour ago. I think we have accounting tie-in to a financial structure 
in such a way as to encourage or force management decisions. And 
there is too much of a tendency sometimes to develop accounting for 
accounting’s sake—to see that two columns balance—— 

Senator Symineton. I will agree with that. 

Mr. McNew. Instead of gearing it so that the boss can better run 
the business. 

Senator Syminoron. I will agree with that. In other words, it is 
a straight recording provosition to assure that you have not done 
anything unethical or illegal, but no real effort to improve your 
performances or your operations as a result of the figures that you 
have recorded: is that correct ? 

Mr. McNem. And while the Comptroller General has some very 
excellent people, and he himself, I think, is quite competent. my point 
is this. that the emphasis there in that agency must be, and properly 
should be, on accounting and audit. But I think the emphasis in 
our Department has to be on getting figures that help senior com- 
manders, secretaries, and managers to be better able to run the 
business. 

So I would like to put the emphasis on that, but certainly would 
exnect the Comptroller General to examine them to see whether they 
satisfied good accounting objectives—that is fine—and if they did not, 
take action with you people to bring us into line. 

That is all right. But I want to repeat, I want the emphasis on 
accounting to run the business. and not for accounting’s sake alone. 

Senator Symrneron. I would like to make a comment. But before 
I do. would you comnlete reading at the top of page 9? 

Mr. McNen.. I did not understand you. 

Senator Symincton. I said, I think you stopped at “we believe” at 
the top of nage 9. 

Mr. McNri. Yes. T have just covered the balance of that para- 
gravh in my comments. sir. 

Senator Symrneton. Will vou read it again to be sure? 

Mr. McNem. We helieve that this resnonsibilitv should be in the 
executive branch of the Government, I think in the Director of the 
Bureau of the Budget. 
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The standards for accounting, I think, have to be such that they tie 
in to the cost basis of budgeting, or whatever system of budgeting 
you are using. 

What I am really saying is that I think it is an executive branch 
job, because it is a management job. 

Senator Symineton. Nobody has more respect for the General Ac- 
counting Office than TI have under its great former manager, the 
Honorable Lindsay Warren, and also under its present fine man- 
ager, the present ¢ ‘omptroller. But what you are saying here is that 
you believe that the func tioning cost systems incident to ‘the handling 
of the Department of Defense are an administrative matter for the 
executive branch if you are going to get management control through 
cost control; is that correct 4 

Mr. McNett. That is right. 

Senator Symineron. And you do not believe that the General Ac- 
counting Office should reach into the methods used, although they, 
of course, have full supervision over the results? 

Mr. McNett. Yes, sir. 

Senator Symineron. Is that correct? 

Mr. McNetn. Yes, sir. 

Senator Syminotron. I am inclined to agree with you on the prin- 
ciple involved. 

Mr. McNett. Yes, sir. 

I want to add.that the Comptroller General and the General Ac- 
counting Office have been of great help to us, back during the war 
and since. ‘That is why I said that they have some very fine | people. 

Senator Syminoron. There is no better organization in Govern- 
ment. 

Mr. McNew. I do not think they need confine themselves strictly 
to audit in the narrow sense, but rather audit and reporting to you 
as the board of directors, as to whether our systems are working, and 
so forth. That is fine. 

Senator Symrneron. And if they get too far into the details of 
your method of cost control or management control through cost 
control, then in effect they are assuming an authority for which they 
do not have the responsibility ? 

Mr. McNet. That is correct, sir. 

Senator Symineton. Is that right? 

Mr. McNet. That is right. 

Senator Symineron. I might add, Senator, that the Secretary and 
I have never discussed this matter before. At least, if we have, it 
was not less than 6 years ago. 

Mr. McNew. Six years ago. 

Senator Martin. You are doing all right. 

Mr. McNett. For these reasons we suggest a complete restatement 
of the proposed section 113 (c) as follows—something along these 
lines: 

(c) As soon as practicable after the date of enactment of this subsection, 
the head of each executive agency shall, in aceordance with standards pre- 
scribed by the Director of the Bureau of the Budget, cause the accounts of 
such agency to be so maintained as to show completely and clearly all expend- 
able resources, liabilities, available balances, and costs incurred as well as obli- 


gations incurred, under each appropriation and allocation or allotment thereof, 
with a view to facilitating the preparation of agency reports to include cost 
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data as required by section 216 of the Budget and Accounting Act of 1921. 
In addition, the accounting system required shall include adequate monetary 
property accounting records, integrated with the appropriated-fund accounts. 
Wherever desirable to facilitate this integration, the use of revolving funds 
shall be encouraged to finance procurement and inventories of consumable ma- 
teriel and production of goods and services for sale on a reimbursable basis 
to consuming activities Iinanced by appropriated funds. 

I want to touch on a point there. In my experience, I have found 
that the use of revolving funds to maintain inventories of consump- 
tion-type materiel is one of the greatest steps forward in encouraging 
both better management of inventories, the adoption of better mer- 
chandising methods, as well as providing one of the finest methods 
for measuring the value of materiel consumed in getting a job done, 
and it is virtually automatic. It is virtually automatic because when 
it is sold for consumption, you have a measure of what it has taken to 
get that jobdone. And in effect it fits right into a system of budgeting 
on the basis of cost of consumption. 

Senator Symineton. Yes. 

Mr. McNet. So we feel that every place where we have established 
a revolving fund, we have made real profit for Uncle Sam. 

It takes some time to shake it down, and people have to set used to 
handling it, but wherever it has been installed and properly operated 
it has been working very well. 

Now, section 2 (c) of the act would further amend the Budget and 
Accounting Act by adding section 120 to establish in the Bureau of 
the Budget under the supervision of the Director thereof, a staff 
Office of Accounting, the head of which shall be the Assistant Director 
of Accounting. 

The Department of Defense sees merit in this recommendation from 
the standpoint that it would provide a better means of effecting 
improved integrated budgeting and accounting for the Government 
as a whole, and this would have an impact upon the Department of 
Defense as well as other Government agencies. Logically, the func- 
tions of budgeting and accounting improvements go hand in hand 
and both are properly placed within the executive branch of the 
Government. Therefore, if legislation is believed necessary, we be- 
lieve it desirable that the Budget and Accounting Act be amended, 
consistent with the establishment of this function in the Bureau of 
the Budget, to provide that all budgeting and accounting principles 
and standards should be established ‘by the Director of the Bureau of 
the Budget in the executive branch of the Government rather than by 
the Comptroller General. 

And, I might add, for the reasons we discussed a moment ago. 

Senator Symrneron. Yes. In effect, the General Accounting Office 
is an arm of the Congress; is it not? 

Mr. McNetn. Yes, sir. 

Senator Syminoron. And the Director of the Bureau of the Budget 
is an arm of the executive ? 

Mr. McNet. That does not mean that day after day they cannot 
be very helpful, and we might turn to them for assistance some time. 

Senator Symineron. Yes. 

Mr. McNei. The proposed bill would also amend the Budget and 
Accounting Act by adding section 121 which would establish require- 
ments for the head of each executive agency to appoint a comptroller 
to be directly responsible to him. 
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Senator Symrneron. Who is “him”? 

Mr. McNet. That is intended to mean the head of the agency, each 
department of Government. 

Senator Symineton. In other words, it would refuse him the power 
of executive delegation; is that right? 

Mr. Borpner. No. 

Mr. McNeiw. No. I think, sir, we have used the word “him” and 
we should have said “the comptroller responsible to the head of such 
executive agency.” We are just defining “him.” 

Senator Symrneton. Yes. But when you say “the head of such 
executive agency,” you preclude his being able to delegate that respon- 
sibility to anybody in the department; do you not? 

Mr. McNet. That is right. 

Senator Symrneron. And that is a management decision that you 
are going to establish by legislation; is it not? 

Mr. McNew. Yes; that would be the result of it. However, I 
do feel that the Comptroller in our Department, the Comptroller 
of the Air Force, should report to the head of the Department, and 
in the field the Comptroller should report to the commander. 

Senator Symrneton. But then you get into this problem that we 
had, where the question was: Was he to be a civilian or was he to be 
a military man? And I think we decided that if the No. 1 man 
was to be a civilian, the No. 2 man had to be a military man, and vice 
versa; is that right? 

Mr. McNew. That is right. 

Senator Symineron. Is that still the way it is? 

Mr. McNet. That is still the way itis. But I did not care whether 
he was military or civilian, as long as we got the best man for the job. 

Senator Symineron. Yes. But my only point is that if you have a 
lieutenant general as the Comptroller, it is pretty difficult to segre- 
gate him from the chain of command and put him under the Secretary 
of the Air Force or the Secretary of the Navy. This would seem 
to be an arbitrary law that that is what you have to do if you made a 
military man Comptroller. 

Mr. McNem. Well, that problem would arise, sir. Of course, in 
title IV of the National Security Act, we already have this legislation 
in the Department of Defense. 

Senator Symrineton. When the subject came up, I think that some 
of us felt that the important thing to do was to get the right man, 
and not to have any arbitrary establishment that he had to be a civilian 
or he had to be a military man. 

Mr. McNet. Of course, since then, Congress has established in 
Army, Navy, and Air, an Assistant Secretary for Financial Manage- 
ment, and that gets us into one more facet of this problem. 

Senator Symineton. That is right. I can see that. 

Mr. McNett. Is “financial management” a broader term than the 
word “comptroller” ? 

Senator Symineron. Yes. 

Mr. McNet.. If a comptroller is merely to see that the facts and 
figures are together, that is one job. ‘Then, next comes the analysis 
of the programs to show progress, efficiency, and so forth, and it 
gets a bit broader than sometimes is considered the definition of 
a “comptroller.” 
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Senator Symineton. Running through this bill and analyzing it in 
your statement here, it seems to me that you are trying to legislate 
management functions. That may be an oversimplification. 

Mr. McNetz. I believe this bill—we are trying not to be too critical 
of it, but certainly it does—and I think most of these are things that 
can be done administratively, everything in the bill, partically, but 
if you chose to pass it or to pass a bill of this type, we were attempting 
at least to give our thoughts on it. 

Senator SymincTon. Yes. 

Mr. McNett. This section also provides certain specific functions 
and duties of the agency comptrollers. 

We have certain thoughts to express on this point. First, it is 
not necessary in the case of Department of Defense, because title IV 
of the National Security Act covers this subject on a much broader 
basis. And, if this act is passed, we feel it quite important that this 
proposed legislation not supersede or take the place of title IV of 
the National Security Act, although I am not sure that the language 
of the bill would have that effect. 

Next, the Comptroller’s functions, as provided by the bill (in the 
language of the statement of the Department of Defense views), we 
think greatly underemphasize his budget responsibilities. While his 
accounting responsibilities are important, as emphasized by the Com- 
mission, I “think his budget responsibilities are even greater. 

Senator Syartnaron. Now, when you say that, Mr. Secretary, just 
what do you mean by that, “his accounting responsibilities are ob- 
viously important”; do you mean his m: mnagement responsibilities 
when you talk about budget responsibilities ? 

Mr. McNret. No. 

Senator Symrneton. What do you mean by that ? 

Mr. McNet. I believe I describe that a little later in this para- 
graph 

Senator Symineton. All right. 

Mr. McNeiu (continuing). If I do not cover it at this point. 

Senator Symtneron. I am sorry. 

Mr. McNetw. We do not think that the Commission’s report ade- 
quately set forth the concept of the Comptroller or, in our case, the 
Assistant Secretary for Financial Management in Army, Navy, or 
Air, or Defense, in that he should prov ide an independent review and 
analysis of budgets, as well as reports on performance and that he 
should assist the Secretary of the Department as a coordinator, in 
reconciling and balancing with other programs the budget claims for 
financial support of the several fields of operating interest, each pro- 
gram having its advocate at the top level, and balancing those with 
the potential resources including the spending authority granted by 
Congress. 

This does not mean that the Comptroller or Assistant Secretary for 
Financial Management actually controls the operations or serves as 
general manager or is the superior of his teammates who have the 
responsibility ‘for actual operations. The reason I say that, is that it 
is the one place in Army, Navy, and Air where all the various programs 
come together. I think the analysis of the various programs and 
fund requirements should be given to the Chief of Staff or “the Secre- 
tary, who must make the decisions. The same principle would apply 
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in the case of field commanders. His job is to analyze the programs 
and present all the facts in conneetion with them, 

Senator Symrneron. This is one place where I might run into a 
little disagreement with you, because, first, you have the question of the 
Comptroller and then you say “or Assistant Secretary for Financial 
Management.” That is an internal problem so that you do not have 
dual lines of responsibility and authority on an organizational chart. 
On the other hand, the Comptroller should in no sense be a policy- 
maker. That is correct; is it not? 

Mr. McNew. That is right. 

Senator Symineron. And if he is not a policymaker, then he is 
fundamentally a staff man and not an operating man. Would that 
be a fair statement ? 

Mr. McNett. That is correct. 

Senator Symrnaton. And, therefore, his position would be purely 
one of an advisory nature and he would be used as much or as little 
as his chief would want, who would be say, in your case, the Secretary 
of Defense, or the Deputy depending on how you operate your delega- 
tion. It would depend on how much he wanted to use you. 

Mr. McNem. That is correct. 

Senator Symineton. On the other hand, as I see it, if we agree to 
that, we do not want to have the law arbitrarily rule out any position 
of policy that might be delegated to you by the Secretary of Defense; 
is that it? 

Mr. McNerz. That is correct, but a little more than that. The bill 
deals with accounting only; I mean it emphasizes accounting. We 
think it is too narrow in that respect. 

So, assuming that the Head of the Agency chose to use him only 
as a staff to get the things together, to present analyses of this or that 
for his use, and that he had to stay out of the room whenever decisions 
were made—say you carried it that far. Even so, the language in 
this bill emphasizes accounting but not those other facets which I think 
are very important, which is an explanation of what figures mean. 

Senator Symrneron. In other words, the bill emphasizes the record- 
ing angle, as you see it, at the expense of the interpretation of account- 
ing to get better management; is that it ! 

Mr. McNett. That is correct; and performance. 

Senator Symineton. Now, of course, I would like to make it pretty 
clear on the record that there have been comments that there is already 
too much control by the Comptroller. Someone has said that he who 
controls the purse strings, controls all, and we have heard some criti- 
cism of the functioning in the Department of Defense on the basis that 
the Office of the Comptroller was abnormally predominant on the 
organizational chart. . Would you like to comment on that? 

Mr. McNett. I have heard that, too, sir. 

Senator Symineton. Do you believe it is justified ? 

Mr. McNriu. No, sir; I do not. I will say this, that the money 
function is frequently the target of a rifle shot where perhaps a shot- 
gun should be used. One reason for that comment is that decisions 
are frequently implemented through the money channel even though 
the money people did not make the decision. 

Senator Symrneron. In other words, if the Secretary of Defense 
decides to put a money ceiling on the three services he has got to 
establish that ceiling by giving instructions to his comptroller? 
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Mr. McNew. That is correct. 

Senator Symrneron. Would it be in order at this technical hearing 
to ask if the Secretary of Defense has been putting ceilings on the 
Department of Defense or on each of the three services ? 

If my distinguished colleague from Iowa said that that is not a 
proper question for this hearing, I would he the first to withdraw the 
question. 

Senator Martin. I have no objection. 

Re mes Symineton. All right, there is no objection. How about 
that ! 

Mr. McNet.. Not in the form that I think you have in mind. 

Senator Symrneton. Now, don’t guess as to what I think, you say 
what you think. 

Mr. McNen. All right; not as to a total; there have been none. 

Senator Symrneton. Not as toa total? 

Mr. McNen. A total. 

Senator Symrneron. When you say “total” do you mean a total for 
each service? 

Mr. McNetm. That is right. Now, on individual programs in dif- 
ferent parts of the world, or different programs, “let us keep it to this 
figure until we see where we are going.” Yes, that happens as far as 
ae management decisions time after time, and I think it is 
all right. 

Senator Symrneton. You have to establish a total for the Depart- 
ment of Defense, do you not? 

Mr. McNet. That is right. Well, we haven’t had any ceilings in 
the form in which we used to have the budget ceilings set at the begin- 
ning of the year. We haven’t had those in the last 6 years. 

Senator SymrNeton. In other words, you have not had the Depart- 
ment of Defense say, “all the money that we are told by the executive 
branch, the President, and the Secretary of the Treasury and the 
Bureau of the Budget, the three who have the most interest with the 
President’s authority”—you have not heard anybody say, “all the 
money that we éan spend in the Department of Defense is so much 
for this fiscal year” ? 

Mr. McNet. No. 

Senator Symrneton. And, therefore, you have not had the Secre- 
tary of Defense say for each service or any of the services, “This is 
all the money you can spend for this year”? 

Mr. McNet. No. As a figure which it is hoped will me reached, 
yes, but no ceilings in the form that we used to have when, for exam- 
ple—I think you will recall in 1948 and 1949—we had a specific flat 
dollar ceiling before we even started to prepare the budget. 

Senator SyminerTon. Yes. 

Mr. McNew. Even after the budget was passed, we at times had a 
flat dollar ceiling on the amounts we were to spend during the year. 

Senator Symrneron. And I thought that was wrong. 

Mr. McNem. We have not had ceilings in that form, although cer- 
tainly there have been statements as, “we hope you can keep in this 
general ball park”, but no ceilings like the old —— 

Senator Symrneron. If you had, say, five component parts to the 
Navy, and you said “each component part can or only so much,” 
in effect, would you not, after you added those all up be saying to the 
Navy that “you can only spend so much”? 
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Mr. McNeiw. We have not had a blank check but neither have we 
had a rigid ceiling. 

What I am really trying to say is that, “Now, what do you think is 
the least, or what do you think it will take to carry out this general 
program? Well, the amount will come out so much.” 

“Can’t we get that down a little bit? We will set that for you as 
. target to try to reach.” 

But there has not been any mandatory ceiling such as we used to 
have. 

Senator Syaineton. I do not want to belabor the question, but let 
us take this situation. We have had unclassified information given 
to us that the Air Force asked for so much money for 1957 and the 
Navy asked for so much money, and the Army asked for so much 
money, and in each case that request for money was materially re- 
duced. I believe, also, that it was reduced in at least one case, heavily, 
in the Department in question before it was even presented to the 
Secretary of Defense. 

Mr. McNew. I think that is true in all three. 

Senator Symineton. Was it true in all three? 

Mr. McNet. Yes. 

Senator Symineron. If that is true, weren’t you establishing a 
ceiling? It is sort of like the chicken and the egg but, nevertheless, 
are you not establishing a ceiling first in the departments from the 
standpoint of the civilian over the military, and then another ceiling 
of the top civilian over the three services ¢ 

Mr. McNetw. No, I do not believe it works quite like that, sir. I 
think you will find in this rather indefinite field in which we are work- 
ing—by “indefinite” I mean nobody knows for sure whether this equip- 
ment is quite ready to buy or exactly what the opposition is going to 
do, or when, or if certain things will happen—initial estimates, pre- 
pared, let us say, at subordinate commands, are based upon their in- 
terpretation of perhaps some broadly written guidelines which in- 
clude the words, “see that we have adequate reserves.” 

Well, adequate reserves can mean anything up to 5 years, as an 
example. Perhaps the general policy will be that “adequate” reserves 
are desired. but “adequate” reserves might be considered a year’s 
supply on hand, although when it is translated at a lower echelon of 
a bureau, tech service, or command, “adequate” means, say, enough for 
5 years. 

In reviewing estimates the initial figure is brought down to a figure 
which conforms to the basic decision that we will have 6 months’ or a 
year’s reserves of this type of material. You will have a reduction in 
dollars. Without anybody intentionally padding the thing initially. 
[t does not bother me initially to see a statement of the aggregate that 
anybody would like, whether they can justify it in good conscience or 
not, although it is difficult to handle an causes problems. 

I recall many such instances. I recall an instance back in 1952 or 
1953, and it serves today—there was a general policy that we wanted 
some mobilization reserves of Army equipment. But we had also 
decided as a general policy—and this was Secretary Lovett—that in 
the area of vehicles, that on the very-hard-to-get things, we would 
have substantial reserves; on the moderately difficult ones, we would 
have a lesser percentage of reserves; and on the commercial-type items, 
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we would have a minimum of reserves. Yet down in one wing of the 
building there were 5 officers in charge of 5 programs for 5 different 
kinds of vehicles. All of the five thought that they ought to have the 
same percentage, approaching 100 percent reserves, whereas Lovett 
felt that 10 percent of a theoretical reserve of commercial trucks was 
all right, but when we got the two and one-half, rather easily built 
trucks, that 25 or 30 percent was all right, and on the very difficult 
ones, 50 percent. 

Yet the budget came in initially on all of those for almost a maxi- 
mum mobilization reserve, not taking that into account. 

Now, that would cause a big dollar reduction. But did it affect 
the real secur ity of the country ! 4 

Senator Symineron. In other words, what we have is certain goals, 
and the military say, “This is what we need to reach those goals,” 
for example, a 137-wing program. And then you analyzed the budg- 
et and say, “Based upon what you have given us and our analysis 
of certain things”—and trucks is an excellent illustration—engine 
life might be another, and lead time might be a third, if we are ‘just 
talking about appropriations and not expenditures, but then you say, 
“We think you can do it for less than that.” Is that right? 

Mr. McNeru. That is right. 

Senator Syamneron. And, of course, that decision of the Secre- 
tary of Defense is final. But let me ask you this question 

Mr. McNet.. Let me add just one thing. You mentioned engines, 
and that is a difficult one. A couple of years ago, some engine re- 
quirements were shown in the budget for 225 percent spares as com- 
pared with installed equipment. 

Senator Symrneron. Yes, I recall that. 

Mr. McNer. But if you examined currently what was going on 
at Sacramento and Norfolk and the naval installations, you would 
find that in the meantime the life of that engine had been extended 
to the point when probably 70 to 75 percent spare engine was about 
right. At that time, we were not sure that that would be true, and 
the budget went in for 110 percent spares. Before the money was 
spent, actually, it was brought down to 75. But we had 6 months in 
order to prove it. 

Senator Symrneron. Yes. I think it is a very constructive and 
logical saving. That is the reason I mentioned engines. 

Mr. McNet. Yes; those kinds of things. 

Now, we have another one right at the moment where we submitted 
a budget in December in good faith, calling for a certain number of 
very complicated computers. I think there is a requirement there. 
We now find that we are not going to be able to get them. 

Senator Symrneron. So that automatically reduces your neces- 
sity for appropriation, and in no way affects your expenditures; 
right ? 

Mr. McNeru. Well, our expenditures will be down a little bit be- 
cause we are not going to get them as fast. They are running into 
some difficulty 

Senator Symineron. Oh. I thought you said you did not need 
them. 

Mr. McNeru. No. I said I think the need is there. 

Senator Symineron. Oh, I understand. 

Mr. McNenu. But they are not going to be able to make them. 
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Senator Symrneton. Now, let me ask you this question. What 
factors were used in setting up these targets or limitations by the 
Office of the Department of Defense prior to receiving the judgment of 
the respective service Secretaries and the members of the Joint Chiefs 
of Staff? What factors were used! 

Mr. McNetui. I do not believe I quite understand your question, 
sir. Would you mind— 

Senator Symrincron. You mentioned in your previous testimony, 
“targets,” and this question the staff has asked me to ask. “What 
factors were used in setting up these targets or limitations by the 
Department of Defense prior to receiving the judgment of the re- 
spective service Secretaries and the members of the Joint Chiefs?” 

Mr. McNet. Well, it didn’t work quite that way, sir. 

Senator Syminaton. Now, you describe that for us, will you? 

Mr. McNett. First—we are getting considerably away from this bill, 
but it is a very pertinent subject-—— 

Senator Syminoron. I asked you that—— 

Mr. McNett. Well, in the first place, the Chiefs are the ones who 
recommend the basic force structure. 

Senator Symineton. Let me just interrupt you there. I do not 
think we are getting away from the bill, because we started talking 
about the position of the Comptroller in the question of policy. 

Now, with the premise that the Comptroller is a staff man and not 
an operating man, I am in the most complete agreement that he should 
be in policy, because through him is the best chance for good manage- 
ment through good cost control, you see. 

Mr. McNem. Except that the final decision should not be his. 

Senator Symineron. I agree with that, of course. As I say, that is 
the premise of my statement, that he isastaffman. No staff man makes 
a final decision. 

Mr. McNew. Yes. 

Senator Symrnetron. But on the other hand, if you say that the 
Comptroller should be a man who goes seoead reheat accounting 
procedure, I completely agree. You would never run a business unless 
vou interpreted the figures to have better management. You would 

o broke in a relatively short time. 

"On the other hand, if that is true, then I think we have a right 
to say as part of the consideration of the bill as to what is the nature 
of the Comptroller’s functions when he functions in a policy field 
beyond the accounting field. Is that not a fair observation ? 

Mr. McNett. Yes, that is. 

Senator Symineron. All right. 

Mr. McNen.. Of course, the question on the whole process of de- 
veloping a plan goes a bit beyond the ¢ vomptroller function. 

Senator Symineron. Yes, except that the Comptroller is involved 
through the delegation of policy—and you, I think, said that it 
had to be done through the money when the decision was made. Then 
I would like to know what is the nature of peer tae 

Mr. McNett. I think I said “frequently.” If not, I would like to 
amend it. 

Senator Symineton. Frequently. Well, let us get into electronics 
and take one of those “frequencies.” 

Mr. McNetw.. Well, going back to the other, first, in the case of the 
basic force structure, which is the key, the Chiefs made a recom- 
mendation in 1953 for what was popularly called the New Look. This 

75661—56——14 
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was really a 3-year target for force levels. That established for the 
Army a force in terms of men in the neighborhood of 1 million men. 
It established a force structure for the Navy of about 1,000 ships of 
which about 400 would be warships, and for the Marine Corps 3 divi- 
sions, and 3 air wings, and for the Air Force 137 wings, broken down 
by it heavy bomber and bomber and fighter wings, and so forth. 

Now, the Chiefs have never 

Senator Symineron. Excuse me just a minute. As a matter of 
technical information, as an instruction to me, isn’t that Marine es- 
tablishment by statute as well as by decision of the Department? 

Mr. McNett. I believe it is, sir. 

Senator Symineron. Wouldn’t that be a little different from the 
other three? 

Mr. McNet. Yes. But I think this came after the establishing of 
the so-called New Look as a target. 

Senator Symrnetron. Yes. When you revised the National Secu- 
rity Act of 1949, 3 divisions and 3 wings were spelled out for the 
Marines in the bill, were they not ? 

Mr. McNetm. No. I think it was in another act or another hearing 
or another resolution, but not in the Security Act, sir. 

Senator Symineron. All right. Go ahead. 

Mr. McNei. But anyway, that force structure also includes the 
number of personnel for the 3 services, or the 4 services, if you count 
the Marines as the fourth service. 

The Chiefs, however, deal with the major force structure, and not 
with many of the collateral units, which take about half of the re- 
sources in terms of people and materiel. That is, there are always 
tow-target squadrons and small boats and tugs and those things which 
do not come into the basic structure. 

The Chiefs’ recommendations, as approved by the Security Council 
and the President, include a general statement of the degree of readi- 
ness, that they are shooting for. Considered also is whether they are 
planning for the long pull and whether they are shooting for a certain 
date. If they are shooting for a certain date, then things are more 
the result of mathematics. If they are shooting for the long pull, it 
requires a great many management and judgment decisions. 

Following that, there is usually issued by the Secretary of Defense 
a guidance statement. That is made up based on drafts, and partici- 
pated in by Army, Navy, and Air as well as the Assistant Secretaries 
of Defense for research, engineering, and supply, and so forth. Fi- 
nally it is issued. 

Now, there again appear broad statements and frequently the word 
“adequate” is used, which can be subject to a great many interpreta- 
tions, of course, depending upon how close the people are to an under- 
standing of what you are trying to accomplish. 

Based on that, on those two things, Army, Navy, and Air begin the 
preparation of their more detailed spre: as to new procurement and 
as to the bases they desire be operated and maintained. 

Incidentally, the force plan also includes the number of aircraft 
by types and divisions anil regime to be maintained. 

There is one more thing that is involved, and that is the general 
statement as to the level of mobilization reserves by classes of items 
that are to be achieved in any particular time period, that is, X 
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months of supply will be on hand and maintained indefinitely until 
the policies change. 

Then Army, Navy, and Air prepare their estimates and using cer- 
tain criteria, they will estimate the number of flying hours, the num- 
ber of steaming hours, the number of maneuvers, for example, in the 
Army. Those will be translatetd into materiel requirements and re- 
quirements in terms of people and employment. 

Those estimates are submitted then, first, in Army, Navy, and Air 
and in that process invariably there are a number of things that were 
brought to the attention of the chiefs of service and the Secretar , that 
they do not plan to do in this particular year. 

As a consequence, some estimates are changed. 

The three budgets are then submitted to the Secretary of Defense, 
and in that process of examination the research part will be pulled 
out and go dow n to research, items in which you wanted to get tech- 
nical views, “will this project for solid fuels, or some other type 
of thing, will this have a chance?” “How much effort should be put 
on this or that project in this time span ?” 

The Assistant Secretary will make his views known, such as—“This 
is not ready ;” “This looks pretty good.” In supply and logistics the 
same approach: “This looks good ; ;’ “This requirement for a food 
level, clathing | level, or what not, is about right;” “This goes way 
beyond anything in the basic policy.” And the same w: Ly in the med- 
ical field and in construction. 

Now, getting back to this bill, we attempt to pull all of those 
things together, because we have attempted to live with these pro- 
grams as we have gone along. Then we present a markup, if you want 
to call it that, and give reasons as to why some of those things should 
not be in. That points up many policy issues: should we or shouldn’t 
we go ahead at this time? 

Then we attempt in a series of meetings, which this last year ran 
about 3 weeks, with the Secretary of Defense, the Deputy Secretary, 
and the Secretaries and chiefs of the services around the table consid- 
ering all the reasons for and against particular programs to come to 
certain conclusions. 

Senator Symrneron. Let me interrupt you there. I am tremen- 
dously interested in this testimony you are giving. You mentioned 
policy. Are there any policies besides military “preparedness that 
influences the decisions? Before you answer that, I want to give 
you a thought which I think is important. In the hearings, open 
hearings, I might add of the Senate Military Preparedness Subcom- 
mittee, Secretary Wilson stated that he was surprised at what the re- 
sults did to the Air Force. That is pretty close to verbatim, and 
Secretary Keyes added to that, “we were very surprised to have Mr. 
Talbott show us what this did to the Air Force.” 

That is on the record in May of 1953, I think, during hearings 
on the 1954 budget. Therefore, it obviously was not in that case a 
question of strictly military preparedness. 

I want to mention that because you have been a very fine witness this 
morning and I did not want, in any sense, to risk trying to mousetrap 


you on that question. 
Mr. McNet. No, I did not think you did. 
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Yes, there are other considerations. One is that if the basic policy 
is right—and that is, are we trying to develop a machine which avoids 
one of the old weaknesses we used to have of peaks and valleys, and 
shooting the works this year and drying up next—yes, those things 
apply. How can we keep this thing running rather sinvothly for 3 
or 4 years, not knowing whether something could happen today or 5 
years from now, instead of shooting the works and drying it up and 
not having that item, perhaps, in production ? 

Yes, those things all enter into it. 

Senator Symrneron. Let me rephrase it for you this way so that 
I can be clear. Ina published editorial recently in this town, it said 
that the production of B-52 bombers was less than 25 percent of 17 a 
month, and there are not many people who cannot work out that less 
than 25 percent of 17 is 4, or under. 

Now, just put that over here like that, No. 1, and then say, No. 2 
that we all agree that the B-36 and possibly a B-47 also are ae 
pretty old. I know it was designed in 1940 before we got into the war. 

Now, anybody will agree, I think, that as soon as we can replace the 
B-36’s with the B-52’s or something even improved, the better it will 
be. And, therefore, wouldn’t you say that economic factors are in- 
volved in the production schedule of the B-52’s to replace the B-36’s? 

Mr. McNet. No, I don’t-—— 

Senator Symineron. My staff member here says that Secretary Wil- 
son has talked about taking into consideration “what the economy can 
stand.” Iam trying to be completely frank in the questioning. Now, 
yon talked in analyzing the bill about the policy aspect of the comp- 
troller. 

Mr. McNen. Yes, sir. 

Senator Symineron. So, I am asking you from the technical stand- 
point, isn’t the question of what the economy can stand one of the 
primary matters discussed at the time that the military budget is 
formulated finally for presentation to the Bureau of the ‘Budget ? 

Mr. McNem. Yes, but I believe more in relation to what I said a 
minute ago—what is the smartest thing to do, in trying to avoid peaks 
and v alleys and keep the whole program moving at a reasonably high 
level for a long time? It so happens that that also fits into the other 
definition to a degree. 

But taking the B-52 that you mentioned a minute ago—and I am 
probably going a bit beyond my scope here in mentioning it 

Senator Symrneron. That is all mght, I am sure we would be most 
interested in any thought you had on it. 

Mr. McNet. I do recall that almost 2 years ago, when the idea 
was presented of establishing a second facility for the B-52, it was 
known that considerable money would be involved. There was no 
question of whether there was a ceiling or no ceiling, or whether the 
economy could or could not stand it. It was thought that it was a 
good management decision at the time, to get ready ‘to go beyond the 
one facility ‘then operating. 

There was no question of a ceiling. It just seemed like a smart 
management decision to make under all the circumstances. 

I think everyone is glad now that did get underway, because you 
probably are quite familiar with the fact that they will start to pro- 
duce their first aircraft at the second source much earlier than would 
have been the case had we waited until this year, or even last fall. 
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Senator Syminaton. Yes. Now, let me ask you one other technical 
question along this line because we are getting to the point now where 
we will have to recess and come back at another time convenient for 
the committee. But, I would like you to finish your statement. 

On this question of impounding the money on the part of the execu- 
tive branch, as you know, that was done to the tune of a good many 
hundreds of millions of dollars in 1948, and I thought it was wrong 
then and so said. Then, in fiscal 1956, it was done with respect to 
the Marines. The money was impounded and the Marines were not 
maintained at the strength that the Congress wanted. It was not 
a question of the Congress failing to furnish the money. ‘The money 
was appropriated. It was a question of carrying out the congres- 
sional position. 

I want to ask your comments on the wisdom of that. What is the 
technical aspect of what happens when the Congress appropriates 
that money and it isn’t spent? Does it go back to the Treasury or 
how do you handle that from the standpoint of the services ¢ 

I think in the case of the Air Force in 1948, it was $800 million, 
$700 million, or $800 million. I believe it was $800 million in the 
final compromise. 

But, anyway, in the case of the Marines, it was $46 million, as I 
remember it, or thereabouts. 

Mr. McNe tL. $36 million, I believe. 

Senator Symineron. $36 million. Well, whatever it was, I will 
bet that I am closer with the $46 million than you are with $36 million. 

Mr. McNetw. You usually are, sir. 

Senator Symineton. What happens to that money? Is it just not 
spent and returned to the Treasury ? 

Mr. McNenm, That is right. 

Senator Symineron. What is the technical procedure in that case? 

Mr. McNer. Well, in that case I believe the total appropriation 
was about $600 million or thereabouts. 

Senator Symineron. Let us talk about the Marines. Is that it? 

Mr. McNet. Yes; just the Marines for pay and allowances. 

Senator Symrneron. About $600 million ? 

Mr. McNew. Yes; about $600 million for pay and allowances for 
the Marine Corps. 

When the strength figures were established and the curves of intake 
and outgo were established, the decision was made in the administra- 
tion that they would gear the strength in fiscal year 1956 into what- 
ever plan would be presented to the Congress this year, which was 
about 205,000 men. The Marines worked out the best system they 
could to relate the intake and outgo to the training load. That took 
so much money and, therefore, they asked for an apportionment of 
the portion of the appropriation needed for that resulting strength. 
The difference just was not touched and still remains there. 

Senator Syminaton. That would be about 50 percent of whatever 
that figure was. I think you kept about 50 percent. 

Mr. McNett. Something like that, sir. 

Senator Symrneron. Now, is that money applied to other naval 
things? 

Mr. McNem.. No. 

Senator Symrneron. Or is it just simply not spent? 
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Mr. McNew. No; it just stays there because it has not been re- 
leased for use. 

Senator Symineton. I see, it just stays there. Is it dead money? 

Mr. McNet. It will be dead on June 30. 

Senator Symrneron. It will be dead on June 30? 

Mr. McNem. Yes. 

Senator Sy MINGTON. At this time, it will not. 

Mr. McNew. It will not be available for any other obligational use. 

Senator Symineron. Isee. It is just not picked up from the Treas- 
ury Department to pay bills; is that right? 

Mr. McNew. That is right. 

Senator Symrneron. I see. 

Now, what page are we on here? Weare almost through. I think 
we are on page 12 of 13 pages. 

Would you like to file the rest for the record at this point ? 

Mr. McNeu. I just might make one statement on page 13. 

Senator Symrneron. Senator Martin suggested that we go ahead. 
I was frankly thinking of his time. 

Senator Martin. Yes. 

Senator Symrneron. Will you complete your statement, Mr. Secre- 
tary ¢ 

Mr. McNett. Yes, sir. 

Senator Symineron. Fine. 

Mr. McNett. The bill requires the head of each agency to seek, and 
presumably be guided by, the Assistant Director for Accounting, 
Bureau of the Budget, a proposed new statutory office, with respect 
to all Comptroller appointments. 

We believe that this advice should be on a voluntary basis and not 
written into the statute. 

Section 3 would require simplification of the allotment system 
although it is questionable whether such a provision of law is required. 
The Department of Defense concurs in the objective of this provi- 
sion, provided it is understood that some military department installa- 
tions may have more than one operating unit located thereon. Con- 
siderable progress has already been made and is continuing rapidly 
within the Department of Defense toward achievement of this objec- 
tive. 

Senator, I would like to mention that we are trying to make progress 
toward improvement of this allotment system, which has been archaic 
and almost unworkable and we want a single allotment to a field com- 
mander to get an identifiable job done. Where there is some confu- 
sion, however , is that we have pieces of real estate on which there 
are 3 or 4 separate, different, and distinct kinds of activities. 

Senator Symineron. Describe the allotment. I think I under- 
stand, but just in case I do not, describe the allotment-of-funds con- 
cept as briefly as you can. I am only thinking of defining the term. 

Mr. McNeu.. In our case, the definition of allotment is the advice of 
approval of an operating budget of a field installation. 

Senator SymmNeron. In other words, what you are trying to do 
is locate the cost of that operation against a specific installation, 
instead of having an overall setup where it is very hard to segregate 
the costs of that particular installation? Is that right? 





BUDGETING AND ACCOUNTING 209 


Mr. McNem. That isright. But if there was only a single-purpose 
installation with a single fence around it, we want to have it have its 
own operating budget. 

Senator Symineron. And your purpose in doing that is to be able 
to pin on a particular supervisor or commander or the particular place 
in question as to whether or not he is operating poorly or better or 
worse ? 

Mr. McNew. That is right. But we want to give him a single 
pot of resources to get an identifiable job done instead of giving him 
20, 30, or 40, as has been the case in the past. 

Senator Symineton. I see. 

Mr. McNett. One of the major requirements for further reductions 

of unnecessary “pockets of funds” is believed to be the further devel- 
opment of the method of financing cross-servicing between depart- 
ments upon a reimbursable basis, rather than by separate citation of 
the ordering agency’s funds in connection with individual transac- 
tions affecting the cost of work ordered. Working capital funds 
have provided one solution of this difficulty, although this is not a 
primary objective of the use of such funds. F urther dev elopment in 
this direction of financing services upon a reimbursable basis, under 
the allotment of the perfor ming activity, awaits changes in Budget- 
Treasury Regulation No. 1 by the Director of the Bureau of the 
Budget and the Secretary of the Treasury, with the collaboration 
of the Comptroller General. 
- Just to explain that, we want to go one step further, and I think 
there is sentiment developing to do it, which will improve our whole 
operation in defense, at least, and that is providing the installation 
commander with a single pot of resources to operate a substantial 
identifiable function at that installation, but then if he takes on 
work from a neighboring installation, that they pay him, and he, 
without further administrative complications or paperwork, uses 
those reimbursements to do the work for his neighbor. 

Senator Symrneron. Yes. 

Mr. McNew. It has been one of the things that has bothered the 
Department of Defense a great deal in recent years. 

Senator Symrncron. Let me make one comment on that. You will 
never find a good machine-shop foreman or foundry foreman who 
is really good who is not carrying around in his pocket what his 
operations were that month or the previous month, as against the 
month before that. And that is what you are trying to instill in the 
military ; is that right? 

Mr. McNetu. Yes, sir, and particularly in our industrial and com- 
mercial type operations, and to the extent that we can in the combat 
side without encumbering them with a lot of paperwork. 

Senator Symineron. Right. 

Mr. McNrm. Now, section 4 of the proposed bill would require 
establishment of a single account under each present annual appro- 
priation. We think this would simplify integration of accounting 
for costs and obligations, which is one of the most important objec- 
tives of the bill, as well as permit the agencies to settle claims against 
appropriations. But the provision in section 4 is really one you are 
dealing with in the other bill which you have considered. T think 
you have an amendment to the other bill which is acceptable, and after 
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we go along under that for a while, it is possible that you may wish 
to suaiiicban in 1, 2, or 3 years, a further modification to achieve this 
second step of the Hoover Commission recommendation. 

Senator SymineTon. Fine. 

Mr. McNet. But I think we have to grow up to it. 

Senator SymiNeron. Senator Martin, have you any questions? 

Senator Martin. No. 

Senator Symrneron. I would like to say that we will recess the 
hearing. 

Mr. Secretary, Mr. Brasfield, the Assistant Comptroller General, 
was kind enough to come. 

Is he here? Mr. Brasfield ? 

Mr. Brasrtetp. Yes. 

Senator Symineron. I want to apologize that we took this long, 
but we have been trying to find out what these bills are all about. 
And inasmuch as you object, as I understand it, to some of the testi- 
mony of the Department of Defense, if you would appear here at 
10 o'clock tomorrow, you have at least had an opportunity to get in 
detail their position on this matter. 

We would appreciate it very much. 

Mr. Brasrievp. Thank you, sir. 

Senator Symineron. Thank you very much. 

We would like to say, Mr. Secretary, that there are some reserva- 
tions on the part of the Comptroller General’s Office with respect to 
your position, and, therefore, although you have been very good 
with your time and I am sure probably cannot make it tomorrow, we 
would appreciate having some representative here from your Depart- 
ment whom you have authorized to speak for your position. 

Mr. McNet. Yes, sir. 

Senator Symineron. And unless there is any further business, we 

ill recess, then, until tomorrow at 10 o’clock. 

Mr. McNett. May I make one suggestion, sir? 

Senator Symineron. Yes, indeed. 

Mr. McNew. In looking into this whole problem from the Govern- 
ment’s side and how we could get some business application in Gov- 
ernment, I talked to Dr. Lloyd. Morey, who until recently was presi- 
dent of the U niversity of Illinois, and who has done considerable 
work on the problems of Government, Federal and State, financing. 
He was in the Pentagon one day recently and made what I thought 
was the clearest statement of the differences between Government and 
business financial and accounting requirements, that I had ever heard, 
both from the congressional viewpoint and the spending agency view- 
point. 

I said to him before he left, “That was the best oral statement of the 
problem that I have heard. Would you mind writing it down for 
me?” 

He did. 

Because of his grasp of it, it is possible that this subcommittee 
might wish to call him as a witness. 

Senator Symimnecton. Would you like to submit it for the record? 

Mr. McNew.. I would like to submit this for the record if I may, 


because it is an excellent statement of the problem. 


1 See p. 227 for Comments on Federal Budgeting and Accounting, by Dr. Lloyd Morey. 
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Senator Symrneron. Fine. We will discuss it with the subcom- 
mittee as to whether or not we will call him as a witness. What was 
his name, again ? 

Mr. McNe. Dr. Lloyd Morey. He was president of the Uni- 
versity of Illinois until about last September. He has since nee 

But he has had an interest in this problem for years, and has made a 
clear a statement as I have seen of the problem. 

Senator Symincron. I want to say for the subcommittee in the 
absence of the regular chairman that I think your testimony this 
morning has been very constructive. We deeply appreciate the time 
that you have given to thia problem. 

Senator Martin. I would like to second your statement, Senator. 

Senator Symmneron. Thank you, Senator. And thank you, Mr. 
Secretary. 

Mr. McNein. Thank you, sir. 

(Whereupon, at 12:45 p. m., the subcommittee recessed to recon- 
vene at 10 a. m., Wednesday, March 28, 1956.) 

(Prepared statement referred to by Mr. McNeil, on p. 162 and Mr. 
Lene p. 89 follows :) 


STATEMENT OF DEPARTMENT OF DEFENSE VIEWS ON 8S. 3199 
A bill to improve governmental budgeting and accounting methods and pro- 
cedures, and for other purposes. 


This bill covers many recommendations in the Hoover Commission Report on 
Budet and Accounting. It covers important methods and procedures in govern- 
mental budgeting and accounting. These are administrative matters which could 
be handled without legislation, although when enunciated in law may have an 
important effect on expediting desirable improvements. 

Our comments which follow are selective and represent our comments to the 
Bureau of the Budget on the recommendations in the Hoover Commission re- 
ports. These comments have not been approved by the Bureau of the Budget or 
bythe President. Copies of the comprehensive views of the Department of 
Defense on the Hoover Commission recommendations covered by this legislation 
are available and we should like, in the interest of time, to place them in the 
record. 


COST BASED BUDGETS, ACCOUNTS, AND REPORTS 


Section 1 (b) of the proposed bill would amend section 216 of the Budget and 
Accounting Act to require the use of cost-based budgets in each department and 
establishment and their subordinate units for purposes of administration and 
operation, including fund control. It would also require the use of cost-based 
budgets in all requests for regular, supplemental, or deficiency appropriations 
which are submitted to the Bureau of the Budget. 

We believe the use of cost-based budgets on the basis outlined hereinafter 
is desirable. Loose application of this concept as advocated by many without 
knowledge of Government requirements and without Government management 
experience, could lead to many difficulties. 

It should be clearly understood that the use of cost-based budgets should not 
result in eliminating the requirement for budgeting for expenditures and for 
obligational authority to be provided to an agency, by appropriation or other- 
wise, in order to incur obligations in advance of incurring costs. The Department 
of Defense acquires a great deal of materiel and undertakes construction under 
long-term contracts far in advance of expenditures or delivery of materiel. 
While it might be necessary to point this out, there are some who in urging 
the use of cost-based budgets, have not fully recognized the requirement for 
operating within appropriation limitations based upon necessary financial author- 
ity for obligations to be incurred in advance of costs. Some have also seemed 
to indicate there is a basic conflict between budgets based on cost and those 
based on requirements for obligational authority. Actually there should be tio 
conflict. Obligational authority should be requested and provided in terms of 
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cost, although the cost impact will be in future fiscal periods. Likewise, 
fund control within an agency must be based upon granting obligational authority 
to subordinate units. 

While we note no feature in the bill which would change the present concepts 
of providing obligational authority to departments und agencies through appro- 
priations, nor which would revise existing laws with respect to the adminis- 
trative control of obligations within appropriation uuthority provided by Con- 
gress, we believe the bill might have been worded tu indicate more clearly that 
no such changes are intended. Moreover, we believe it would be helpful if this 
proposed revision of section 216 were to contain an additional definition of 
what is meant by the cost basis of budgets. For example, in the case of some 
programs, cost means “acquisition cost,” as in the cuse of construction of public 
works, and procurement and production of materiel. In the case of operating 
and administrative-type programs it means cost of goods and services consumed. 
However, it should generally be understood that cost of depreciation of facilities 
procured under appropriations would not be included as an operating cost by 
activities utilizing such facilities, except as otherwise authorized by law, as 
in the case of revolving funds where the acquisition of capital assets is financed 
by such funds and depreciation is permitted to be charged as a cost of the goods 
or services sold by the activities operated under such funds. 

Therefore, the following clarifying amendments of the proposed bill are 
suggested for consideration: 

(1) Change the last sentence under section 216 (a) to add the italicized clause: 
“Fund allocations within the departments and establishments shall be made 
on the basis of such cost budgets, considering the lead time which must be allowed 
in incurring obligations in advance of incurring costs.” 

(2) Insert in section 216 (c) the wording italicized above after the word 
“shall be prepared on a cost basis.” 

(3) Insert in section 216 (d) the italicized words: “The budget required by 
section 201 of this Act to be transmitted to the Congress shall contain infor- 
mation on program costs and accomplishments as well as obligations and 
erpenditures, * * *” 

(4) Add section 216 (e) to define the cost basis of budgets as follows: 

“(e) The cost basis of budgets, as provided in this section shall mean: 
**(1) cost of acquisition in the case of programs for construction of 
publie works or procurement and production of materiel. 
“(2) cost of goods and services consumed in the case of operating- 
and administrative-type programs. 
“(3) depreciation of capital assets employed shall be excluded as a 
cost except in cases specifically authorized by law.” 

While the proposed bill does not provide for changing the basis of appropria- 
tions from obligational authority to accrued expenditures or costs, as recom- 
mended by the Hoover Commission, we would like to mention that the Depart- 
ment of Defense is not opposed to that idea and believes it has merit, provided 
the concept of obligational authority is retained, as for example by the provision 
of separate contract authority by the Congress, in the manner recommended 
by the Hoover Commission. In fact, the Assistant Secretary of Defense (Comp- 
troller) made a concrete written proposal on this subject in February 1953?% at 
the request of Senator Byrd. We shall be glad to provide this committee with 
a copy of the memorandum prepared for Senator Byrd (see p. 92). 


BUREAU OF BUDGET REPRESENTATIVES IN EACH AGENCY 


Section 1 (c) of the proposed bill would require the Bureau of the Budget to 
assign personnel to serve in each principal department and agency. 

It is questionable whether the Budget and Accounting Act should be amended 
as proposed to prescribe the designation and assignment of Bureau of the Budget 
personnel to serve in the principal departments and establishments, under rules 
and regulations of the President, for the purpose of maintaining continuous 
review of budget preparation and administration and assist the agency in 
carrying out its managerial functions and responsibilities. In particular there 
is no good reason why the law should require the assignment of “no more than 
two persons for each principal subdivision of a department or establishment,” nor 
that the person so assigned “shall possess the combined skills of the statistician, 
cost accountant, administrative expert, and program analyst.” This entire pro- 
vision should be omitted from law because it is an administrative matter. 
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Section 2 (b) would amend section 113 of the Budget and Accounting Act to 
require each agency to maintain its accounts, on an accrual basis in accordance 
with standards prescribed by the Comptroller General, to show currently, com- 
pletely, and clearly the costs, resources, and liabilities of such agency. It is 
further provided that the accounting system required shall include monetary 
property accounting records. These accounting requirements naturally should 
accompany the use of the cost basis of budgeting. 

It is doubtless not intended to imply that an agency should maintain its 
accounts exclusively on an accrual basis, because that would mean the agency 
would not maintain its accounts on the basis of. available appropriations and 
administrative subdivisions thereof in the manner otherwise directed by the 
Congress in order to prevent the overobligation of funds and incurring of de- 
ficiencies prior to the recording of costs or liabilities in the accounts on the 
aecrual basis. In order to adequately control its funds, each agency must con- 
tinue to account for obligations incurred in advance of costs. In other words, it 
must go beyond the accrual basis of accounting as generally practiced in indus- 
try. Moreover, it is necessary that each agency shall maintain accounts on a 
cash basis, as also required by the Congress, in accounting for appropriations on 
the books of the Treasury, in determining the annual cash surplus or deficit of 
the Government as a whole, and in order to account for expenditures in relation 
to amounts budgeted. 

There has also been some misunderstanding on the part of some accountants 
outside the Federal Government of the special accounting needs of the Govern- 
ment and some impatience with the maintenance of the obligation and expendi- 
ture bases of accounting. There have been those also who, while recognizing 
requirements for maintenance of accounts on the basis of obligations and expendi- 
tures, have proposed the maintenance of separate accounting systems on the 
accrual basis, including resources, liabilities, and cost of operations, independent 
of, or overlapping the accounting for the appropriated funds for which the 
agency is accountable. In general, it is usually proposed that such separate 
accounts be reconciled with the appropriated fund accounts so far as obligations 
and costs are related, but generally there is no consideration given to accounting 
for resources and liabilities in relation to the specific appropriation and fund 
subdivisions. 

While we agree that the use of the accrual basis of accounting is desirable to 
the extent of providing the same basis of accounting as required for budgeting 
on a cost basis (as previously explained), we believe it is important that there 
be no indication in the bill of either implying possible elimination of the obliga- 
tion and expenditure basis of accounting for funds or any possible requirement 
to duplicate such accounting through the use of another system, even with the 
understanding that there be reconciliations between the two systems. The ac- 
crual basis of accounting can be integrated within the basis of fund accounting 
without the use of any separate system of accounts, nor requirement for a recon- 
ciliation between separate cost and obligation accounts. However, such inte- 
gration is often facilitated by the use of revolving funds, as in the Department 
of Defense, for financing inventories of consumable materiel and production of 
goods and services in industrial- and commercial-type activities, for sale to 
activities financed by appropriated funds. 

The proposed bill would provide that the Comptroller General prescribe stand- 
ards for implementing the provisions for establishing the accrual basis of ac- 
counting. We believe this responsibility should be in the executive branch of 
the Government, in the Director of the Bureau of the Budget. Such standards 
are inextricable from standards for the cost basis of budgeting. Moreover, a 
further provision in the bill establishes the position of Assistant Director of the 
Bureau of the Budget for Accounting to spearhead accounting improvements in 
the executive branch. This should mean transfer of leadership in the joint 
accounting program to the Bureau of the Budget. 

For these reasons we suggest a complete restatement of the proposed section 
113 (¢) as follows: 

“(c) As soon as practicable after the date of enactment of this subsection, the 
head of each executive agency shall, in accordance with standards prescribed by 
the Director of the Bureau of the Budget, cause the accounts of such agency to 
be so maintained as to show completely and clearly all expendable resources, 
liabilities, available balances, and costs incurred as well as obligations incurred, 
under each appropriation and allocation or allotment thereof, with a view to 
facilitating the preparation of agency reports to include cost data as required 
by section 216 of the Budget and Accounting Act of 1921, In addition, the ac- 
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counting system required shall include adequate monetary property accounting 
records, integrated with the appropriated fund accounts. Wherever desirable 
to facilitate this integration, the use of revolving funds shall be encouraged to 
finance procurement and inventories of consumable materiel and production of 
goods and services for sale on a reimbursable basis to consuming activities 
financed by appropriated funds.” 


STAFF OFFICE OF ACCOUNTING 


Section 2 (c) of the act would further amend the Budget and Accounting Act 
by adding section 120 to establish in the Bureau of the Budget under the super- 
vision of the Director thereof a staff Office of Accounting, the head of which shall 
be the Assistant Director of Accounting. 

The Department of Defense sees merit in this recommendation from the stand- 
point that it would provide a better means of effecting improved integrated 
budgeting and accounting for the Governmnet as a whole, and this would have 
an impact upon the Department of Defense as well as other Government agencies. 
Logically, the functions of budgeting and accounting improvements go hand in 
hand and both are properly placed within the executive branch of the Govern- 
ment. Therefore, we believe it desirable that the Budget and Accounting Act 
be amended, consistent with the establishment of this function in the Bureau of 
the Budget, to provide that all budgeting and accounting principles and standards 
should be established by the Director of the Bureau of the Budget in the executive 
branch of the Government rather than by the Comptroller General. 


COMPTROLLERS FOR EXECUTIVE AGENCIES 


The proposed bill would also amend the Budget and Accounting Act by adding 
section 121 which would establish requirements for the head of each executive 
agency to appoint a comptroller to be directly responsible to him. It also pro- 
vides certain specific functions and duties of the agency comptrollers. Criticism 
of this section is as follows: 

(1) It is not necessary in the case of Department of Defense, because title 
IV of the National Security Act covers this subject on a much broader basis. 
(It is important, however, that the present proposed legislation shall not super- 
sede the provisions of title IV, althowgh there may be some question as to 
whether the proposed law, if passed, would have such effect. ) 

(2) The Comptroller’s functions, as provided by the bill (in the language of 
the statement of Department of Defense views) “greatly underemphasize his 
budget responsibilities. While his accounting responsibilities are important, 
as emphasized by the Commission, his budget responsibilities are even greater. 
The Commission’s report does not adequately set forth the concept that the 
Comptroller (or the Assistant Secretary for Financial Management) should 
provide an independent review and analysis of budgets, as well as reports on 
performance, and that he should assist the Secretary of the Department as a 
coordinator in reconciling and balancing with each other, the budget claims 
for financial support of the several fields of operating interest (each of which 
has its advocate at top level) with the potential resources, including spending 
authority granted by the Congress. This does not mean that the Comptroller 
(or Assistant Secretary for Financial Management) actually controls the 
operations, or serves as a general manager, or is the superior of his teammates 
who have responsibility for actual operations in their respective fields. The 
Department of Defense has been active in the development of this concept in the 
Federal Government.” 

(3) The bill requires the head of each agency to seek, and presumably be 
guided by, the advice of the Assistant Director for Accounting, Bureau of the 
sudget, a proposed new statutory office, with respect to all comptroller ap- 
pointments. (It is believed the use of such advice should be on purely a 
voluntary basis. See Commission recommendations Nos. 10 and 12 and De- 
partment of Defense views thereon. This provisions should not be a statutory 
matter.) 


SIMPLIFICATION OF ALLOTMENT SYSTEM FOR ALLOCATING FUNDS 


Section 3 would require simplification of the allotment system although it is 
questionable whether such a provision of law is required. The Department of 
Defense concurs in the objective of this provision, provided it is understood 
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that some military department installations may have more than one operating 
unit located thereon. Considerable progress has already been made and is 
continuing rapidly within the Department of Defense toward achievement 
of this objective under guidance of the Assistant Secretary of Defense (Comp- 
troller). 

One of the major requirements for further reductions of unnecessary “pockets 
of funds” is believed to be the further development of the method of financing 
cross-servicing between departments upon a reimbursable basis, rather than by 
separate citation of the ordering agency’s funds in connection with individual 
transactions affecting the cost of work ordered. Working capital funds have 
provided one solution of this difficulty, although this is not a primary objective 
of the use of such funds. Further development in this direction of financing 
services upon a reimbursable basis, under the allotment of the performing activity, 
awaits changes in Budget-Treasury Regulation No. 1, by the Director of the 
Bureau of the Budget and the Secretary of the Treasury, with the collaboration 
of the Comptroller General. 


SINGLE AGENCY ACCOUNTS 


Section 4 of the proposed bill would require establishment of a single account 
under each present annual appropriation. This would simplify integration of 
accounting for costs and obligations, which is one of the most important ob- 
jectives of the bill, as well as permit the agencies to settle claims against appro- 
priations which presently lapse. 

This provision is also the subject of S. 3362 upon which we have made a 
previous statement. 


(Attachment to views on S. 3199) 


DEPARTMENT OF DEFENSE VIEWS ON IMPLEMENTATION OF REPORT ON BUDGET AND 
ACCOUNTING 


(These comments are those of the Department of Defense and should not be 
considered as representing the position of the administration. Also they do not 


necessarily represent the final conclusions of the Department.) 


By Commission on Organization of the Executive Branch of the Government, 
October 1955 


RECOMMENDATION NO. 1 


(a) That the Bureau of the Budget expand and make more effective the dis- 
charge of its managerial and budgeting functions ; 

(b) That in order to do this, among other things, it should place in important 
agencies one or more well-qualified employees whose duties should include con- 
tinuous year-round review, at the site of the agency, of agency budget preparation 
and administration and other facets of the Bureau’s managerial responsibilities ; 
and 

(c) If necessary, the Congress should increase the resources of the Bureau 
of the Budget for that purpose. 


Department of Defense position 
Concur in principle. 
Comments 


The Bureau of the Budget and the Department of Defense already have long- 
established arrangements whereby well-qualified employees of the Bureau are 
assigned on a continuing year-round basis to review of agency budgets and other 
aspects of financial management of all components of the Department of Defense. 
Much of these reviews are conducted on the site. The constructive results of 
these arrangements are acknowledged. The staff of the Office of the Secretary of 
Defense is also engaged in reviews of agency budgets and other aspects of man- 
agement of the military departments; this should mean a lesser requirement for 
review by representatives of the Bureau of the Budget. 

Parts (@) and (c) of this recommendation relate to expansion of the Bureau 
and increase of its resources. It is believed “reorientation” of the Bureau’s 
emphasis on managerial functions and on operating budgets rather than upon 
formulation of the annual President’s budget might result in more effective uti- 
lization of present personnel and resources. 
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Implementation 

Primarily by the Bureau of the Budget but Department of Defense will cooper- 
ate. 

RECOMMENDATION NO. 2 

That the executive agencies report annually to the Bureau of the Budget on the 
conduct of their operations. On the basis of the agencies’ reports and other avail- 
able information, the Bureau should prepare for the President an annual report 
on performance for the executive branch as a whole. 


Department of Defense position 
Concur. 


Comments 

The Department of Defense believes this recommendation to be a constructive 
one and would cooperate wholeheartedly in its implementation. However, it is 
addressed to the President and the Bureau of the Budget for application upon a 
governmentwide basis. If this recommendation were implemented, great care 
would be required in selecting the types of data to be included and the manner 
of presentation; there would be great danger that such reports would not serve 


the intended purpose. 


Implementation 
Department of Defense will cooperate in the establishment of such a program, 
if it is established on a governmentwide basis. 


RECOMMENDATION NO. 3 


See recommendation No. 7. 


RECOMMENDATION NO, 4 


That the executive budget continue to be based upon functions, activities, and 
projects adequately supported by information on program costs and accomplish- 
ment, and by a review of performance by organizational units where these do not 
coincide with performance budget classifications. 


Department of Defense position 
Concur. See recommendation No. 5 below for comments and implementation. 


RECOMMENDATION NO. 5 


That the agencies take further steps to synchronize their organization struc- 
tures, budget classifications, and accounting systems. 
Department of Defense position 

Concur. 


Comments 

These two recommendations are a statoutory requirement of section 403 of the 
National Security Act, as amended. In this respect, the following significant state- 
ment of basic principles is contained in the Senate Armed Services Committee re- 
port on the National Security Act Amendments of 1949: 

“Basic principles —The underlying principles of the performance budget are 
clear and simple. The performance budget contemplates— 

“(a) that all costs relating to a logical and identifiable program be in- 
cluded as a project or a budget program for presentation and justification 
by the Department concerned to the Bureau of the Budget, the President, 
and the Congress, and for administration and reporting after the appropri- 
ation of moneys; 

“(b) that there be a logical and, so far as practical, uniform grouping of 
projects or budget programs by the primary functions of the military de- 
partments, with this grouping paralleling so far as possible, the organization 
and management structure; 

“(c) that there be a segregation between capital and current operating 
categories.” 

While much progress has been made by the Department of Defense (with the 
aid and encouragement of the Appropriation Committees), there are still some 
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desirable additional improvements required in order to attain the full objectives 
with respect to both recommendations. 

One important special problem which is now being studied, by request of the 
House Appropriation Committee, concerns the budgeting, appropriation, and ac- 
counting for the element of military personnel cost of support-type activities like 
any other elements (objects) of cost of such activities—that is, such costs should 
be appropriated for and accounted for as part of the total costs of the respective 
programs, functions, or activities. It is noted that the Commission’s report ap- 
pears to endorse this objective (see p. 38). 


Implementation 
Department of Defense will continue development in connection with imple- 
mentation of title IV of National Security Act, as amended. 


RECOMMENDATION NO. 6 


See recommendation No. 7. 


RECOMMENDATION NO. 7 


That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods and 
services estimated to be received. 


RECOMMENDATION NO. 6 
That executive agency budgets be formulated and administered on a cost basis. 
RECOMMENDATION NO 3 


That for management purposes, cost based operating budgets be used to de- 
termine fund allocations within the agencies, such budgets to be supplemented 
by periodic reports on performance. 


RECOMMENDATION NO 14 


That Government accounts be kept on the accrual basis to show currently, 
completely and clearly all resources and liabilities, and the costs of operations. 
Furthermore, agency budgeting and financial reporting should be developed from 
such accrual accounting. 

Recommendations 7, 6, 3, and 14 are related with respect to the technical bases 
of budgeting and accounting for governmental funds for the purposes of con- 
gressional, Presidential, and agency control. It is desirable to comment upon 
them as a group. These four recommendations deal with the financial manage- 
ment process through budget formulation and appropriation, the operating budget 
and establishing allocations and allotments, and account keeping and financial 
reporting. The Commission proposals in this area include (1) basing appropria- 
tions on estimated accrued expenditures, and (2) in addition providing con- 
gressional contract authorizations to cover procurement, construction, ete. Only 
the first aspect of this proposal is included in the numbered recommendations, 
leaving the second aspect to be extracted from the supporting text of the Com- 
mission report (see p. 23). It is possible to deal with the matter more clearly 
if both aspects of the Commission proposal, as described on page 23, are recog- 
nized as included. 


Department of Defense position 
Concur in principle but believe that recommendations as stated are not com- 
plete. See comments below. 


Comments 

Bases of budgeting and accounting.—The use of the “accrued expenditure” and 
“cost bases” of budgeting and accounting would contribute greatly to financial 
control at all levels. However, it is important to properly define these terms. 

The “accrued expenditure” basis shouid be understood to include charges for 
progress payments under long-term contracts as well as charges for the cost of 
goods and services received during the budget year under other contracts and 
employment arrangements, as recognized by the task force on page 38 of its re- 
port. In the case of construction work and procurement of much heavy military 
equipment, contractual payments are required to be made during the course of 
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performance of the contracts in order to finance the contractors, and such pay- 
ments are in advance of the receipt of the goods or completion of construction- 
such amounts also represent accrued expenditures when properly charged. 

The cost basis should be understood to mean: 

(a) In the case of acquisition of property—cost of resources applied in pro- 
curement, production, or construction of such property actually received or 
completed, and 

(b) In the case of operating activities—cost of resources consumed in opera- 
tion and maintenance, excluding depreciation or writeoffs of capital assets em- 
ployed in operation or maintenance except for industrial- and commercial-type 
activities where improved management tools would result, as may be appropriate 
under approved Government policy. 

It appears desirable to state the general understanding that application of the 
accrual basis of accounting should be modified in the Federal Government to ex- 
clude depreciation on capital property except for industrial- and commercial-type 
activities in those instances where improved management tools would result, 
as may be appropriate under approved Government policy. This is the generally 
accepted principle of application of the accrual basis of accounting in American 
State and local governments which utilize it. And we believe it is generally 
agreed that no useful purpose would be served by estimating or recording monthly 
or annual depreciation on military buildings and structures, ships, aircraft, 
combat vehicles, guns, etc. 

It is important in financial control to budget and account for the cost of 
acquisition of all property (including both capital property and consumption- 
type materiel, or inventories, the cost of which is chargeable to operations when 
consumed ). 

Budgeting and accounting for the cost of acquisition of property presents spe- 
cial problems in the Department of Defense because of the immense amount of 
construction of facilities and procurement and production of materiel, all of 
which has a long lead time between planning (or programing) and completion 
or delivery. Control of cost of acquisition demands advance budgeting, authori- 
zation of, and accounting for costs of procurement, production, and construction, 
as well as for expenditures. Currently such budgeting, authorization, and ac- 
counting are provided in terms of “obligations” as well as expenditures. As 
noted above, in recommending institution of the use of the accrual and cost 
bases of accounting, the Commission’s recommendations did not include in the 
formal budget and reports the obligation basis of advance cost authorizations. 
That such inclusion was intended appears evident from the report discussion, 
page 23. 

Basis of congressional appropriations——In the report discussion (p. 23) it 
is brought out that in recommending change in the basis of congressional appro- 
priations to accrued expenditures, the Commission recommends use of addi- 
tional contracting authority to cover construction, procurement, and production 
involving expenditures beyond the budget year. This would assure continuance 
of the present type of obligation control, although in a different form. 

As indicated in the Commission’s report, the Assistant Secretary of Defense 
(Comptroller) of the Department of Defense has previously expressed the 
opinion that the idea of an annual expenditure budget has merit, and that while 
there are certain administrative difficulties to be overcome, he does not believe 
them to be insurmountable. Such difficulties are concerned primarily with the 
difficulty of estimating the year of delivery of materiel or performance of services 
under long-term contracts. As a result, it would be impossible to precisely pre- 
dict or estimate in which fiscal year the contract expenditures might fall. There- 
fore, it should be understood that unexpended balances of appropriations at 
the end of any fiscal year for the purpose of meeting contractual payments should 
be carried over to cover the expenditures to the extent they may subsequently 
materialize. It should also be understood that when the Congress authorizes 
obligations to be undertaken without simultaneously authorizing payments by 
appropriation action (to the extent it is estimated expenditures will not be pay- 
able during the same year the obligations are placed), the legal consequence is 
that the Congress (or any future Congress) is committed to making future 
appropriations to meet the required payments (including settlement of claims 
in the case of contracts terminated for the convenience of the Government). 

Inasmuch as the proposed contract authority eventually results in payments by 
the Government, it may well be asked what purpose is served by deferring the 
making of appropriations in full to cover such payments. Dves this provide 
more congressional control? In a strict theoretical sense, it dves not increase 
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congressional control. However, the proposed division of contract and expendi- 
ture authority might well have the result of providing an incentive for improved 
expenditure budgeting and improved production and performance scheduling, 
with resultant economies. At least, by substitution of contract authority for 
advance appropriations, the substantial reduction of the present large annual 
carryover of appropriation authority, reserved to cover all future payments 
under contract obligations, should result in better understanding of the Federal 
budget. Certain other advantages cited in the Commission’s report are not 
believed to exist. The proposed system would not enable the Congress, at the 
time it considers appropriations for expenditure, to reconsider past actions in 
granting contract authority any more than it can act today to rescind past appro- 
priations. (The Congress can always rescind appropriation authority to pay 
existing obligations, if it desires to have contracts eanceled or cut back, but it 
must provide for payment of losses for such contract settlements.) Moreover the 
proposed system would not operate to remove any incentive which may exist to 
obligate all available obligational authority before the end of each fiscal year. 

That portion of the recommendation concerning making of congressional ap- 
propriations in terms of accrued expenditures would not require implementation 
in order to permit the use of the accrued expenditure and cost bases of budgeting 
and accounting (in addition to the obligation basis) for the purposes of exeeutive 
and congressional control. 

If this recommendation is accepted by the Congress for application on a 
governmentwide basis, there should be a period of at least 1 year, for the purpose 
of study and preparation, before placing the plan into effect. 

Financial control through operating budgets.—Although the Commission report 
uses the terms “executive budget” and “operating budgets,” it does not distinguish 
between them. It should be understood that the executive budget means the 
President’s budget which is submitted to Congress in support of appropriation 
requests. The annual executive budget must be completed and submitted more 
than 6 months before the beginning of any fiscal year for consideration by the 
Appropriations Committees. It is rendered out-of-date by actions of the Congress 
in appropriating funds, as well as by the lapse of time and changing events. 

For these reasons, it is necessary to revise the budget at the beginning of 
each fiscal year. It is also necessary to greatly amplify and subdivide the budget 
by individual activities within each agency for purposes of internal management. 
These revised and extended budgets may be termed “operating budgets.” It is 
assumed, however, that the several bases of budgeting and accounting and the 
account classifications (except for differences in detail) would be the same for 
both budgets (the operating budget would be in greater detail). 

Operating budgets should be used for purposes of apportionment of funds (i. e., 
obligation and expenditure authority) by the Director of the Bureau of the 
Budget, as well as in making fund allocations within the agencies, as recom- 
mended by the Commission. It is assumed the Commission did not intend to 
imply elimination of the apportionment process. 

Fund allocations and allotments (see recommendation 13) should be consid- 
ered simply as approvals and overall limitations of operating budgets at every 
level by the respective appropriate authorities within each agency. 

If, as recommended by the Commission, the Congress were to separately pro- 
vide contract authority for construction, procurement, and production, it is 
assumed that apportionments, allocations, and allotments would also be appro- 
priately subdivided between such contract authority and expenditure authority. 

Implementation of these recommendations in Department of Defense.—The 
Department of Defense subscribes to the use of the accrued expenditure and 
cost basis of budgeting and accounting, in addition to the obligation basis, subject 
to the explanations set forth above. It has been engaged in extensive develop- 
ment work leading to this end through implementation of title IV of the National 
Security Act, as amended. In particular, the utilization of working-capital 
funds results mh consumer budgets being stated upon the basis of cost of resources 
consumed. Moreover, the installation of financial accounting for property is a 
necessary major step in this direction. The full utilization of the accrued 
expenditure basis of budgeting and reporting in the congressional budvet (as 
distinguished from management’s operating budgets and reports) will depend 
upon governmentwide development and upon congressional authority. 

It is desired to correct what may be an erroneous implication in a quotation 
from the task force report (pp. 13 and 14), as follows: 

“At the present time most budgets are prepared on the basis of estimated 
obligations to be incurred during the budget year. Obligations are orders placed, 
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contracts awarded, services received, and similar transactions during a given 
period requiring future payment of money. Obligations to be incurred during 
the year do not necessarily have any relation to costs to be incurred during the 
year. 

“The task force states: 

(a) Such a budget presentation fails to take into account inventories and 
other working capital carried over and available at the beginning of the 
year which may be consumed in the programs of the budget year. 

“(b) It excludes materials which may become available during the budget 
year on the basis of prior year obligations, or resources which are estimated 
to be carried over to the following year. Obviously, such inventories and 
materials should be considered in establishing the level of funds required 
to accomplish a program. 

“(c) The accounting data required in formulating and controlling agency 
budgets is that which reflects the costs of goods and services to be consumed 
in carrying out budget programs, in other words, estimated costs incurred. 
The important thing in budgeting is the work or service to be accomplished 
and what that work or service will cost. Current Government practice, 
concerned primarily with incurring obligations, does not contribute to a 
determination of the costs of work or service to be paid for in the period 
under review. It fails to relate planned operations to past and projected 
costs.” 

Although, in fact, the criticism is addressed to the manner of presentation of 
the congressional budget, it might be interpreted by many as a criticism of the 
underlying method of determining requirements for additional obligation au- 
thority; namely, that existing resources of inventories, goods on order, and 
unobligated balances of prior years’ appropriation, receive no consideration in 
determining such requirements for additional obligation authority. Such an 
interpretation would not be true in the case of the Department of Defense— 
quite the contrary is true. 


Implementation 

Department of Defense wiil continue with instailation of the accrued expendi- 
ture and cost bases of budgeting and accounting, primarily with respect to 
implementation of title 1V of the National Security Act, as amended, and subject 
to such governmentwide requirements as may be imposed by law or regulations 
of the Bureau of the Budget, Treasury Department, and General Accounting 
Office. It will also develop in connection with implementation of title IV the 
utilization of these bases of budgeting and accounting, as well as the obligation 
basis, in internal budgetary administration and other aspects of financial control, 
including reporting. If requested, the Department of Defense will also support 
that part of recommendation No. 7 which concerns the institution of a system 
of congressional appropriations in terms of estimated annual accrued expendi- 
tures with separation of contract authority to cover additional obligations for 
procurement, production, construction, etc., but only if provision is made for 
continuing the merits of the obligational basis. 


RECOMMENDATION NO. 8 


That legislation committing the Government to continuing expenditures for 
special programs which are not susceptible to the usual budgetary control ordi- 
narily be enacted for a limited term in order to require periodic congressional 
review of their usefulness. 


RECOMMENDATION NO. 9 


That the Bureau of the Budget keep such programs under continuing review, 
and the President's budget contemplate amendments to them when their operation 
conflicts with current budgetary policy. 

Based upon the explanation in the Commission’s report, these two recommenda- 
tions are not applicable to the Department of Defense. 


RECOMMENDATION NO. 10 


That there be established under the Director of the Bureau of the Budget a 
new staff Office of Accounting headed by an Assistant Director for Accounting, 
with powers and duties as follows: 

(a) To develop and promulgate an overall plan for accounting and reporting, 
consistent with broad policies and standards prescribed. by the Comptroller 
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General. These broad policies and standards should continue to be developed 
in cooperation with the executive branch. 

(bv) To expedite, guide, and assist in the introduction of modern accounting 
methods in the executive agencies consistent with the overall plan. 

(c) To set reasonable but definite time schedules for performance and to watch 
progress. 

(a) To stimulate the building of competent accounting and auditing organiza- 
tions in the executive agencies and to assist actively in the selection, training, 
und retention of capable personnel. 

(e) To report at least annually to the Budget Director with respect to the 
status of accounting in each of the executive agencies. 

In addition, it is indicated elsewhere in the Commission’s report (p. 49) that 
the preparation and publication of comprehensive central reports on a govern- 
mentwide basis should be a function of the Bureau of the Budget, and that this 
function would be exercised under the proposed Assistant Director for Account- 
ing. 

Department of Defense position 

Concur in principle. 


Comments 

This recommendation is addressed primarily to the Director of the Bureau of 
the Budget. The Department of Defense sees merit in this recommendation from 
the standpoint that it would provide a better means of achieving improved, inte- 
grated budgeting and accounting for the Government as a whole, and this would 
have an impact upon the Department of Defense as well as other Government 
agencies. Logically, the functions of budgeting and accounting improvement go 
hand in hand, and both are properly placed within the executive branch of the 
Government. 

It is not clear what impact this recommendation is intended to have on the 
functions of the Comptroller General and General Accounting Office. While 
cooperation would still be required between Bureau of the Budget and General 
Accounting Office, it would appear to be desirable that, in accordance with the 
recommendation, the leadership in the joint accounting improvement program 
should be passed from the Comptroller General to the Director of the Bureau 
of the Budget 

With respect to paragraph (d) above, it would be considered inappropriate 
and not potentially effective for the Assistant Director for Accounting to under- 
take to select agency personnel for accounting and auditing positions. Neverthe- 
less, he might advise and assist in such actions to the extent requested, and he 
could provide assistance through setting standards for selection, training, and 
retention of capable personnel. 


Implementation 
None needed by Department of Defense. 


RECOMMENDATION NO, 11 


That as an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency of ade- 
quate accounting and auditing systems and procedures in conformity with the 
provisions of the Budget and Accounting Procedures Act of 1950. 

(b) To direct the recruitment, training, and development of qualified account- 
ing personnel. 

(c) To develop and be responsible for reliable and informative financial re- 
ports for (1) internal management purposes and (2) for issue to the Congress 
and other execiittive departments or agencies. 

(d) To interpret and advise upon significant aspects of the financial reports. 

(e) To direct the preparation and review execution of budgets prepared at 
operating levels for the information of top management which is responsible for 
budget policies. 


Department of Defense position 
Concur subject to qualification that actual recruitment, training, and develop-. 


nent of qualified personnel should be conducted in collaboration with the appro- 
priate personnel officials. 
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Comments 


The position of comptroller has been established in each of the military depart- 
ments, as well as for the Department of Defense, pursuant to title IV of the 
National Security Act, as amended. The position of comptroller has been estab- 
lished, also, in the major subdivisions of each of the military departments. Fur- 
ther reference is made to comptrollers in the Department of Defense under 
recommendations Nos. 23 and 24. 

The comptroller’s functions, as recommended by the Commission, greatly under- 
emphasize his budget responsibilities. While his accounting responsibilities are 
important, as emphasized by the Commission, his budget responsibilities are even 
greater. The Commission’s report does not adequately set forth the concept that 
the comptroller (or the Assistant Secretary for Financial Management) should 
provide an independent review and analysis of budgets, as well as reports on 
performance, and that he should assist the Secretary of the Department as a 
coordinator in reconciling and balancing with each other, the budget claims for 
financial support by the several fields of operating interest (each of which has 
its advocate at top level) with the potential resources, including spending au- 
thority granted by the Congress. This does not mean that the comptroller (or 
Assistant Secretary for Financial Management) actually controls the operations, 
or serves as a general manager, or is the superior of his teammates who have 
responsibility for actual operations in their respective fields. The Department 
of Defense has been active in the development of this concept in the Federal 
Government. 


Implementation 


Department of Defense will continue to be active in the development of this 
concept in the Federal Government. 


RECOMENDATION NO, 12 


That the selection of agency comptrollers and the building of competent ac- 
counting organizations in the executive agencies through the selection, training, 
and retention of capable personnel be an important phase of the guidance and 
help to be given by the Assistant Director for Accounting in the Bureau of the 
Budget. 


Department of Defense position 
Concur in principle. 
Coniments 


The Department of Defense believes that any guidance and help in the selec- 
tion and training of comptroller personnel should apply to a much broader area 
than the field of accounting, which is the recommended primary area of intérest 
of the recommended Assistant Director for Accounting in the Bureau of the 
Budget. Comments concerning the extent of assistance to the agencies in per- 
sonnel matters are stated in the comments with respect to recommendation 
No. 10. 


Implementation 
Department of Defense will utilize such assistance. 


RECOMMENDATION NO. 138 


That the allotment system be greatly simplified. As an objective each operat- 
ing unit should be financed from a single allotment for éach appropriation 
involved in its operations. 


Department of Defense position 
Concur in principle. 
Comments 


The Department of Defense concurs in this recommendation, provided it is 
understood that some military department installations may have more that one 
operating unit located thereon. Guidance toward this objective has already béen 
furnished the military departments by the Assistant Secretary of Defense 
(comptroller), and considerable progress has been made during the past 2 fiscal 
years (especially in gaining acceptance of the concept and objective by all ¢on- 
cerned, both inside and outside the Department of Defense), although witich 
remains to be accomplished. 
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One of the major requirements for further reductions of unnecessary “‘pockets 
of funds” is believed to be the further development of the method of financing 
cross servicing between departments upon a reimbursable basis, rather than by 
separate citation of the ordering agency’s funds in connection with individual 
transactions affecting the cost of work ordered. Working capital funds have 
provided one solution of this difficulty, although this is not a primary objective 
of the use of such funds. Further development in this direction of financing 
services upon a reimbursable basis, under the allotment of the performing 
activity, awaits changes in Budget-Treasury Regulation No. 1 by the Director 
of the Bureau of the Budget and the Secretary of the Treasury, with the col- 
laboration of the Comptroller General. 


Implementation 


The Department of Defense will continue to take actions within its power 
in simplification of the allotment system. 


RECOMMENDATION NO. 14 


See recommendation No. 7, 


RECOMMENDATION NO, 15 


That after appropriate accrual and cost accounting techniques have been 
established by the Government agencies, the creation or continuation of revolving 
funds should be reviewed to determine whether they will add to efficient man- 
agement. 


Department of Defense position 
No objection to review but nonconcur in implication. 


Comments 

The Department of Defense does not understand this recommendation, espe- 
cially since the use of working capital funds facilitates and simplifies appli- 
eation of the accrual basis of accounting and cost accounting techniques. It 
might imply that implementation of the recommended accrual and cost account- 
ing techniques for appropriated funds would make obsolete the further use of 
working capital funds in the military departments. The Department of Defense 
would not agree with such an implication, if that is intended. 

The report includes a brief statement of advantages and disadvantages of 
revolving funds (pp. 39 and 40). The statement of advantages is correct (al- 
though it is incomplete, especially from the viewpoint of congressional control). 
Management, as well as accounting advantages are recognized. However, the 
statement of disadvantages (quoted from the Commission’s task force report) 
is, in our opinion, incorrect. 

The following statement is made by the task force with respect to the 
disadvantages: 

“The principal disadvantages of these revolving funds are that they minimize 
congressional control of agency operations and that their widespread use can 
result in too many pockets of funds which becomes cumbersome from the stand- 
point of efficient administration.” 

The use of revolving funds actually increases congressional control. Congress 
has full control over the amount of capital in these funds (and, therefore, inven- 
tory levels and procurement of stocks represented thereby) through its power 
to appropriate for such increased capital requirements as may be justified by 
the agency, and to reduce excess capital requirements by rescission. Both types 
of action are normal procedure, although as a temporary measure until January 
1, 1955, the Congress granted the authority to the Department of Defense, subject 
to approval of the President, to transfer unexpended balances of appropriations 
to working capital funds in order to initially finance new installations and 
additional categories of matériel. It is of interest that stock funds have re- 
turned to the Treasury, by action of the Congress in the past 2 years, or are 
returning during the current fiscal year, more than $1 billion, a large part of 
which represented liquidation of excessive inventories under improved supply 
management facilitated by the use of working capital funds. 

Moreover, the use of working capital funds permits the Congress to control 
by separate appropriation action to the using activities the cost of goods and 
services consumed by them. Without the use of working capital funds, it would 
only control through appropriation action for new procurement of matériel 
generally. 
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The use of working capital funds does not result in any more “pockets of 
funds” than the minimum which would be required for efficient administration 
without working capital funds, based upon the standards set forth in recom- 
mendation No. 13. In fact, under present regulations of the Director of the 
Bureau of the Budget, Secretary of the Treasury, and the Comptroller General, 
the use of working capital funds greatly reduces the number of “pockets of 
funds” in industrial- and commercial-type activities (in fact, this is stated 
in the Commission’s report as an advantage of working capital funds). AI- 
though there are possible alternative ways to simplify fund control and account- 
ing in such cases without the use of working capital funds, the Commission’s 
task force has not covered them in its recommendations. However, such techni- 
cal corrections would still not enable the Department of Defense to obtain the 
management advantages inherent in the use of working capital funds. 

After issuance of its report on budget and accounting, the Commission released 
its report on Business Organization of the Department of Defense.. This was 
a more comprehensive study of management and organization by a separate task 
force headed by Mr. Charles R. Hook, Sr. By endorsement of that report, the 
Commission accepted without qualification or reservation the use of working 
capital funds and recommended their extension wherever suitable. No dis- 
advantages were found. It may be considered, therefore, that the later report 
serves to correct the budget and accounting report in this respect. 
Implementation 

The Department of Defense will cooperate in any review which may be under- 
taken. 

RECOMMENDATION NO. 16 


That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of their accounting systems. 


Department of Defense position 
Concur. 


Comments 

The Department of Defense is required by law to meet this objective. 

The military departments have more property than other Government agen- 
cies, and the conditions under which property must be accounted for are unusually 
difficult. While varying degrees of progress have been made in each of the three 
military departments, much remains to be accomplished—especially in integrating 
property accounting with fund accounting and in extension overseas of financial 
accounting for property. The use of working capital funds, wherever appro- 
priate, facilitates integration of financial accounting for property and fund 
accounting. 


Implementation 

The Department of Defense will continue its efforts to install adequate finan- 
cial accounting for property in connection with implementation of title IV of the 
National Security Act, as amended. 


RECOMMENDATION NO. 17 


That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations. 


Department of Defense position 
Concur. 


Comments 

This recommendation requires congressional authority to implement. It would 
greatly facilitate and simplify integrated accounting for obligations, accrued ex- 
penditures, and disbursements under annual appropriations, The recommenda- 
tion is not clearly stated and may be misunderstood. However, the discussion in 
the report seems to be clear enough as to the objective and general method of 
accomplishment. Nevertheless, it might have been desirable to clearly indicate, 
as one of the features of the proposal, that provision should be made for “lapsing” 
the unobligated balances of annual appropriations and also such portion of un- 
liquidated obligations (subject to necessary adjustment) carried forward at the 
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beginning of each fiscal year as may be determined subsequently to be in excess 
of the actual amounts to be payable. 
Implementation 

The Department of Defense will support the necessary legislation and make 
the necessary study of its detailed application. 


RECOMMENDATION NO. 18 


rhat vouchers which are otherwise valid but as to which appropriations have 
sed Should not be referred as claims to the General Accounting Office, but 
ould be settled within the agencies. 

cpartment of Defense position 


Concur. 


Opie nts 

rhe Department of Defense hopes that authority will be granted to implement 
this recommendation. 

mplementation 

Department of Defense will support the necessary legislation and any appro- 
rinte implementing action of the General Accounting Office. 


RECOM MENDATION NO. 19 


That the Comptroller General be given the authority to relieve accountable 
officers of financial liability except where losses result from their gross negligence 

fraud. 
Department of Defense position 

Concur in principle-but do not believe the recommendation goes far enough. 

rments 

This recommendation has been partially implemented through adoption of 
Public Law 365, 84th Congress, approved August 11, 1955. It is believed, how- 
ever, that the permissive authority for clearance should have been carried 
further. The Department of Defense sees no reason to continue with a procedure 
which requires relief of disbursing officers when they have not been found 
guilty of fraud or gross negligence. Instead, each department or agency head 
should have the duty of making positive findings of fraud or gross negligence and 
taking such steps as may be normal to institute criminal action as well as to 
recover losses. The Comptroller General would always have the privilege of 
commencing appropriate action if he disagreed with agency findings or found the 
agency delinquent in taking necessary action. 


Implementation 


The Department of Defense will support the necessary legislation, preferably 
for authorizing the procedure outlined in the comments above. 


RECOMMENDATION NO, 20 


That the Bureau of the Budget and General Accounting Office make a study 
to determine what can be done to eliminate (@) duplicate accounts within the 
Treasury Department, and ()) duplicate accounting as between the Treasury 
Department and the various departments and agencies. 

Department of Defense position 

Concur. 

Comments ; 

Simplification of procedures, through elimination of duplicate records, without 
loss of control is believed to be feasible. 
Implementation 

None required in Department of Defense. However, if requested, the Depart- 
ment of Defense will cooperate in the study. 





2926 BUDGETING AND ACCOUNTING 


RECOMMENDATION NO. 21 


That increased and continuing emphasis be placed upon the review and modern- 
ization of central fiscal reports by the Treasury Department to the end that they 
may meet the changing requirements of the executive branch, the Congress, and 
the public. These fiscal reports should show the Government’s cash position 
and related cash transactions. 


Department of Defense position 


The Department of Defense concurs on the basis of the present departmental] 
assignment of functions, but see comment on recommendation No. 22. 


RECOMMENDATION NO, 22 


That Congress consider amending the Budget and Accounting Procedures Act 
of 1950 to make the Bureau of the Budget responsible for developing comprehen- 
sive reports (other than purely fiscal reports) showing the financial results 
of the activities of the Government as a whole and of its major component 
activities. 

Department of Defense position 

Concur but do not believe the recommendation should exclude fiscal reports, 
Comments 

While the Department of Defense concurs, it is believed that the recommenda- 
tion should be more specific and comprehensive—that is, the function of all cen- 
tral reporting (including fiscal reporting) for the Federal Government, as a whole, 
should be transferred from the Department of the Treasury to the Bureau of the 
Budget. Such action would be required in order to implement recommendations 
No. 2 and No. 10. Such a step would eliminate duplicate reporting channels 
and central agency reporting responsibilities; it would thus concentrate overall 
central reporting responsibilities for the Federal Government. 


Implementation 


If requested, the Department of Defense will support necessary legislation. It 
will also undertake to implement any action that may be undertaken for the 
Government as a whole under the direction of the Bureau of the Budget. 


RECOMMENDATION NO. 23 


That in selecting individuals for comptrollership, civilians with broad manage- 
ment and accounting experience and competence be appointed. 
Comments 

The Departmént of Defense concurs in the need for selecting individuals for 
comptrollership positions who have broad management and accounting experience 
and competence. The problem as to whether these positions should be staffed 
exclusively with civilian personnel is being studied in connection with recom- 
mendations 13 and 14 of the Hoover Commission Report on Business Organiza- 
tion of the Department of Defense and will be commented upon in connection 
with that report. 


RECOMMENDATION NO. 24 


That the comptrollers in the military departments be responsible only to the 
Secretary of their respective services, and that concurrent responsibility to a 
Chief of Staff or equivalent be discontinued. 

Department of Defense position 

The substance of this recommendation is included in recommendation No. 19 
of the Report on Business Organization of the Department of Defense, and com- 
ments thereon will be included in the statement to be submitted concerning that 
report. 

RECOMMENDATION NO. 25 


That the Bureau of the Budget and the General Accounting Office be re- 
quested to make an intensive study to determine the adequacy of internal 
auditing in Government agencies and what steps should be taken to improve it. 
Department of Defense position 

No objection. However, see comment below. 
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Comments 

The Department of Defense has no objection to such a study, if it is desired. 
However, such a study within the Department of Defense has been made, and 
it discloses the need and direction for further development and improvement 
of internal auditing. Vigorous steps have been taken, in different degree in each 
military department, to institute internal audit programs—a relatively new 
activity. Any special external study would not be productive it is believed. 


Implementation 
Will cooperate in such a study if one is undertaken. 


COMMENTS ON FEDERAL BUDGETING AND ACCOUNTING 
By Lloyd Morey, Ex-President, University of Illinois, Champaign-Urbana, I. 


The budgeting and accounting systems of the Federal Government have been 
the subject of numerous reviews and reports in the past few years by various 
commissions, committees, and task forces. This is not the first time such ex- 
ternal studies have been made. There was an extensive study made on behalf 
of the Senate Select Committee on Government Organizations in 1937. In 1939 
a brief study was made by a subcommittee of the Committee on Governmental 
Accounting of the American Institute of Accountants, of which the writer was 
chairman.’ 

Many of the deficiencies emphasized in the earlier reports have been recognized 
and steps initiated to correct them. Others have been reemphasized in recent 
reports, and quite a few of the earlier recommendations have been restated. 

The recent reports, however, vary from earlier studies on emphasizing the 
need for following “business” methods in the Government. This is interpreted 
as meaning that procedures should be those followed by privately-owned busi- 
ness concerns operated for profit. Admittedly many features of business and 
accounting are similar in the two areas, and are good in both places. But the 
conditions and objectives in the two are in many respects different, and call 
for procedures which recognize these differences. What is needed in the Gov- 
ernment is that it be run in a businesslike manner, but not necessarily as pri- 
vate business is run. Accounting can serve management only if it is designed 
to serve the objectives and requirements of the particular enterprise being 
managed and not some overall management theory. 

As further illustration of the trend of current reeommendations, is what may 
be described as the deemphasis, amounting almost to disregard, for “obligation 
(or ‘encumbrance’) control.” This finds expression through (a@) emphasis on 
the weaknesses of the current system of “obligation” procedures, and (0) 
emphasis on the need for “cost” accounting. In spite of a certain degree of 
merit on these comments, they tend to overlook the facts that (1) before any 
obligations can be incurred or expenditures made, funds must be appropriated 
by the Congress; and (2) the first requisite in the management of such appro- 
priated funds is to keep obligations within the limits so set. It is folly to assume 
that any manager can operate without attention to fund resources in gaging his 
spending. It would be both unthinkable and unrealistic to fail to give a manager 
the tools of accounting control over the limitations under which he must work. 
These principles were recognized by the Hoover Commission Task Force in its 
detailed discussion of the Department of Defense (p. 82, task force report on 
budget and accounting): “The control and accountability for appropriated 
funds is of course essential in order that the Department may comply with the 
constitutional requirement that no funds be expended except under congres- 
sional authority.” Yet the basic recommendations do not give emphasis to this 
point. To do this it is necessary that there be at some point, full and complete 
records of (a) the authorization for use of funds by spending authorities, and 
(b) details of obligations entered into and the extent to which they are liqui- 
dated. Since it is obviously impracticable in so vast an operation as the Federal 
Government to maintain such details at central points, they should be maintained 
at each level of spending authority and reported periodically to central points 
for consolidated financial reporting. 

Admittedly the budgetary control system in the Federal Government has been 
carried to extreme. The allotment system is unnecessarily cumbersome. Ac- 


1 See Journal of Accountancy, March 1940. 
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counting for obligations has overshadowed good expenditure and cost accounting. 
But that does not eliminate the necessity for a proper system of “funding” or 
“obligation” accounting. Such a system must precede cost accounting, and the 
latter should stem from rather than supersede it. The two can and should be 
integrated into a single comprehensive system. This procedure is endorsed by 
the National Committee on Governmental Accounting, is followed by all current 
authorities on the subject, and is current in the operations of States and large 
cities generally. 

The reports of the various task forces and committees fail measurably to 
recognize these basic premises. They tend toward an almost “slavish” accept- 
ance of the methods of private business, and to the assumption that because 
certain procedures are adequate there, they are equally applicable and satis- 
factory for all Government operations. Evidence of this lack of. understanding 
of the peculiar needs of Government with respect to budgetary control is found 
in an article by John W. McEKachren on Accounting Reform in Washington: ’ 
“In industry, no formal accounting entries would be made prior to the establish- 
ment of the liability. But in Government, partly for statutory reasons and 
partly from custom, there would be an involved series of accounting actions 
before the transaction reached the point where commercial accounting normally 
would begin.” (Italics supplied.) This is a signal failure to recognize the 
true reasons for funding or budgetary accounting in Government and the dif- 
ferences between conditions in Government involving limitations on funds and 
those in business where with certain exceptions sales or income volume is prac- 
tically the sole limitation on outgo and is virtually automatic in its effect on 
increase or decrease in spending. 

There is nothing incompatible between budgetary accounting (or “funding” 
as it is so frequently referred to in Federal accounting) and good cost accounting. 
The latter follows logically out of the application of (1) an accrual system of 
expenditure accounting, and (2) the entry of services and materials as costs 
when supplied and used, rather than when acquired or paid for. Accounting for 
costs incurred or accrued expenditures, as well as obligations, can be estab- 
lished as an integral part of accounting for the respective appropriations or 
funds. In the past, the Federal system, being primarily based on accounting 
only for obligations and disbursements, and absence of inventory accounts, 
treated all materials acquired as expense of the program at time of acquisition 
instead of at time of use. These deficiencies have properly been targets of 
criticism. They can be corrected by (1) an inventory system in which materials 
acquired are charged temporarily to stock accounts, and are charged to expense 
or cost accounts when withdrawn for use; and (2) an accrual system, entering 
as expense a cost when incurred. 

It has been demonstrated, and accepted by most of the committees, that work- 
ing capital funds, as authorized by the National Security Act, are the best medium 
for handling inventories of consumable materials, as well as for operations of 
industrial- and commercial-type activities carried on by the Government itself. 
No appropriations would be needed for procurements of stock funds, unless it 
became necessary to increase the continuing inventories. Appropriations for 
operations or for capital purposes would be based on materials used, in accord- 
ance with Hoover Commission recommendation: “11. That the executive budget 
and congressional appropriations be in terms of estimated annual accrued ex- 
penditures—namely, charges for the cost of goods and services estimated to be 
received.” 

The effective application of these procedures depends fundamentally on the 
development of a classification of accounts for budgetary, accounting and re- 
porting purposes, based on the programs and activities of the agency concerned, 
as the Commission also recommends. When this is done, appropriations and 
budgetary control accounts at all stages harmonize with the needs for activity 
and program costs. The latter stem from the expenditure accounting under the 
budgetary account system, by applying the accrual and inventory procedures 
already outlined. No new or separate system of cost accounting is necessary 
or desirable. “Costs” and “accrued expenditures” are generally synonymous if 
inventories are separately accounted for. 

With respect to budget preparation, the budget should be a plan of what those 
responsible intend to do to carry out their responsibilities, It should constitute 
a program of work expressed in financial terms. It should include an estimate 
of complete costs, in terms of services. 


2 Journal of Accountancy, September 1955, p. 30. 
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For operations and maintenance budgets the basic requirement is a functional 
classification of accounts in terms of organizational responsibilities, activities, 
and programs, which will be common for purposes of programing, budgeting, 
accounting, and financial reporting, and which will be as consistent as possible 
year by year. In this area, when consumable materials are handled through 
working-capital funds, appropriations can be based on costs incurred for the 
fiscal period. A high degree of identity here exists between obligations incurred 
and accrued expenditures. 

In capital-type expenditures, long lead-time programs requiring several fiscal 
periods for completion require special attention. In these instances, budgets 
should include: (1) complete estimates of entire cost for each new project, 
broken down into (a) obligations to be entered into and (0) estimated costs to 
be incurred, for each fiscal year; and (2) current status of each project previously 
authorized. Authorization would be sought for making long-time contracts, but 
fiscal appropriations would be based on estimated costs to be incurred. An 
integrated accounting control would cover: 

(1) Authorizations for long-time contracts. 

(2) Appropriations for fiscal period. 

(3) Apportionments, allocations, and allotments as required. 

(4) Obligations incurred and liquidated. 

(5) Expenditures (costs incurred). 
Financial reports would reflect operations under all these headings as a unified 
presentation. 

Financial accounting for property should cover capital property as well as 
inventories of materiel, including but not limited to property financed by working- 
capital funds. 

Comprehensive budgetary control in government should not be looked on as a 
device which holds down initiative or good management. Instead, when properly 
placed and used, it is an essential aid to best management, since it gives respon- 
sible officers the information necessary for them to properly carry out their 
responsibilities. Instead of being discarded or deemphasized, it should be re- 
fined, simplified to the extent feasible, and kept in the high place of importance 
it deserves and should hold. 

In looking at financial reporting for agencies in the Federal Government, it is 
quickly apparent that there is still long-delayed development. For example, the 
Treasury reports on appropriated funds exhibit data on appropriations, receipts, 
expenditures, i, e., cash disbursements), and unexpended balances. On the other 
hand, budget reports on these funds exhibit data on appropriations, reimburse- 
ments, obligations, and unobligated balances—a type of statement showing 
changes in funds available for obligation. But nowhere is there a fund balance 
sheet, by each appropriated fund, which ties together and exhjbits the financial 
condition of the fund in terms of all resources (of which there are others than 
unexpended balances) and unliquidated obligations, as well as balances available. 

And the most unusual fact is that the largest agencies are not even prepared 
through their accounting systems to provide a fund balance sheet and prove the 
accuracy of their unrelated reports showing cash and obligation transactions and 
balances available for expenditure and obligation. 

This points up the fact that the Federal Government needs very much to 
adopt a modern streamlined integrated system of accounting for its appropriated 
funds, and administrative subdivisions thereof, within the framework of which 
it also accounts for accrued expenditures (or costs) as well as obligations and 
cash disbursements. And this means, in addition, that property accounts should 
be kent in financial terms and integrated with the fund accounts in terms of 
equating property acquisitions with accrued expenditures from the related ap- 
propriations—but the two types of accounts (funds and property) should not 
be commingled. Each should be a separately balanced group of accounts. 

This last comment does not imply the recognition of the ancient and long- 
outmoded system of two cycles of overlapping accounts—proprietary and budg- 
etary—in achieving these objectives. It is perfectly feasible to integrate all 
the accounts needed for setting forth the operation and condition of any fund, 
in a single series of entries covering all transactions and accounts. The result 
will be a fund balance sheet which recognizes all resources, whether proprietary 
or budgetary, and shows the status of the fund in terms of availability for further 
obligation and expenditure. 

The separation of current and property investment accounts within a fund 
is important; it is essential to separate those resources which the “expendable” 
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and therefore available for use, and those which represent investment in property 
and therefore already expended. 

The following principles recommended by the National Committee on Govern- 
mental Accounting, although drawn primarily for municipalities, are equally 
applicable here: 

“6. A complete balancing group of accounts should be established for each 
fund. This group should include all of the accounts necessary to set forth the 
financial condition and financial operations of the fund and to reflect compliance 
with legal provisions. 

“7. A clear segregation should be made between the accounts relating to current 
assets and liabilities and those relating to fixed assets and liabilities. With the 
exception of working capital, utility or other enterprise, or trust funds, fixed 
assets should not be carried in the same fund with the current assets but should 
be set up in a self-balancing group of accounts * * *” (Municipal Accounts 
Statements, 1951, p. 2 


FEDERAL ACCOUNTING PRINCIPLES 


. In order to carry out a program, goods and services are necessary. 
Authority to secure goods and services must be provided by— 

(1) Appropriations by the Congress; 

(2) Apportionments by the Budget Bureau; 

(3) Allotments by the department. 

3. To secure goods and services it is necessary to enter into obligations, the 
total of which may not exceed allotments from apportionments made out of 
appropriations, 

4. To make certain that obligations entered into do not exceed total authoriza- 
tions and accounting control of obligations is necessary. 

5. Disposition of goods and services should be in terms of programs, and in 
terms of amounts used. This requires that— 

(a) goods not required for immediate use (or used in manufacturing by 
the Government for later charge to the program involved) shall be charged 
to an inventory account or fund; 

(b) when materials are withdrawn from stock for use in a program they 
be credited to the inventory account and charged to the allotment for 
program involved ; 

(c) goods used and services rendered be charged to the program in the 
period thus applied, irrespective as to when paid for. 

6. There should be one integrated system of accounts for all purposes; budgets, 
appropriations, apportionments, allotments, obligations, and program costs. 

7. Since program costs are provided by appropriations, apportionments, and 
allotments, the former should be accounted for subsidiary to the latter accounts 
and not as a separate group of accounts. 

8. Since program costs are provided in part by materials previously acquired 
and held in inventories, the financing of such inventories and the necessary 
transfers therefrom can be accomplished more satisfactorily by the use of work- 
ing capital funds for all consumable material where stocking is done for later 
use. The same is true where industrial activities are carried on through which 
goods and services are furnished to programs financed by appropriations. 
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WEDNESDAY, MARCH 28, 1956 


Un irep Srates SENATE, 
SUBCOMMITTEE ON RrorGANIZATION 
OF TIE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to eall, at 10:05 a. m. in room 357, 
Senate Office Building, Washington, D. C., Senator John F. Kennedy, 
subcommittee chairman, presiding. 

Present: Senator Norris Cotton, Republican, New Hampshire. 

Also present: Miles Scull, Jr., professional staff member; Glenn K. 
Shriver, professional staff member: Mrs. Kathryn M. Keeney, clerical 
assistant. 

Senator Knnnepy. The subcommittee will come to order. We will 
resume this morning our consideration of S. 3199, a bill to improve 
governmental budgeting and accounting methods and procedures, and 
for other purposes. At the completion of testimony on S. 3199, the 
subcommittee will take up 5S. 3362, a bill to simplify accounting, facili- 
tate the payment of obligations, and for other purposes. 

Mr. Karney A. Brasfield, Assistant to the Comptroller General of 
the United States will testify first. You are accompanied by Mr. Rob- 
ert F. Keller ? 

Mr. Brasrreip. Yes, sir. 

Senator Kennepy. Mr. Keller is also an Assistant to the Comp- 
troller General of the United States. Mr. Brasfield, do you have a 
statement ¢ 

Mr. Brasrrevp. Yes, sir, I do. 


STATEMENT OF KARNEY A. BRASFIELD, ASSISTANT TO THE 
COMPTROLLER GENERAL OF THE UNITED STATES; ACCOMPANIED 
BY ROBERT F. KELLER, ASSISTANT TO THE COMPTROLLER GEN- 
ERAL OF THE UNITED STATES 


Mr. Brasrietp. In view of the testimony of Mr. W. J. McNeil, 
Assistant Secretary of Defense, on S. 3199, we believe some further 
discussion of the accounting systems function of the General Account- 
ing Office, as set forth in section 112 of Public Law 784, 81st Congress, 
would be helpful. This discussion has particular reference to section 
120 (a) of S. 3199 and section 2 (c) of that bill. Mr. Heffelfinger, 
Fiscal Assistant Secretary of the Treasury, also made some ret‘erence 
to the accounting systems function of the Office in commenting upon 
section 120 (a) of S$. 3199. This matter was covered in our report to 
the subcommittee on the bill but was omitted from our statement and 
testimony in the interest of brevity. 
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Recommendation No, 10 of the first Hoover Commission proposed 
that the accounting systems function of the Comptroller Genera! 
would be transferred to the executive branch, although there was a 
a substantial lack of unanimity on this recommendation among the 
members of the Commission. 

The matter was carefully explored by this committee, then the 
Senate Committee on Expenditures in the Executive Departments, in 
the hearings which resulted in the Budget and Accounting Proce- 
dures Act of 1950. The proposal was rejected by the committee and 
the Congress. The paragraph in the committee report dealing with 
this matter was as follows (S. Rept. 2031, 81st Cong.) : 

Under a policy established and steadfastly adhered to by the Congress, the 
Comptroller General of the United States, as an agent of the Congress, has 
been vested with authority to prescribe accounting requirements for each of 
the executive agencies as an essential to legislative control of appropriations 
and expenditures in the executive branch. The committee feels that this long- 
established policy of Congress is an essential legislative control over public 
financial transactions, and must be held inviolate. It has, therefore, rejected this 
proposal of the Hoover Commission. The bill does fill in certain gaps in the 
Comptroller General’s authority, however, and he will be enabled to exercise all 
his authority on the same high level of principles, standards, and related require- 
ments, consistent with the assumption by the agencies of their responsibility to 
develop their own detailed systems and procedures. 

Under the Budget and Accounting Procedures Act of 1950 (Public 
Law 784, 8ist Cong.) the Comptroller General, after consulting with 
the Secretary of the Treasury and Director of the Bureau of the 
Budget, concerning their accounting, financial reporting and budg- 
etary needs and considering the needs of other executive agencies, is 
responsible for prescribing the principles, standards and related re- 
quirements for accounting to be observed by each executive agency. 

The statute further provides that in carrying out this responsibility 
the Comptroller General shall prescribe requirements designed to 
permit the executive agencies to carry out their responsibilities under 
section 113 of the statute which places upon the head of each execu- 
tive agency the responsibility for establishing and maintaining ade- 
quate systems of accounting and internal control. Full disclosure of 
the results of financial operations of each executive agency and the 
Government as a whole, as well as the financial information and con- 
trol necessary to enable the Congress and the President to discharge 
their respective responsibilities, is also contemplated by the statute. 

In addition to these responsibilities, the same statute provides that 
the General Accounting Office shall cooperate with the executive agen- 
cies in the development of their accounting systems and shall approve 
them when deemed by the Comptroller General to be adequate and 
in conformity with the principles, standards and related requirements 
prescribed by him. He also has the duty to review such systems and 
report the results of such reviews to the Secretary of the Treasury, 
the Director of the Bureau of the Budget and the Congress. 

This approach to the problem has been followed since the in- 
ception of the joint accounting program in 1948. After working 
with the agencies on a day-to-day basis for a number of years, the 
Comptroller General issued a set of accounting principles in No- 
vember 1952. These principles were based upon experience in deal- 
ing first-hand with the problems of the agencies in cooperative sys- 
tems development work. 
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The Secretary of the Treasury and the Director of the Bureau 
of the Budget participated in the development of the statement of 
principles in keeping with the cooperative working relationship en- 
visioned by the Budget and Accounting Procedures Act of 1950. 

The second Hoover Commission which had the opportunity to 
review the progress made since 1948, commented favorably upon 
the manner in which the accounting systems function of the Comp- 
troller General had been carried out through the joint accounting 
program in making its recommendation for a staff office of account- 
ing in the Bureau of the Budget. On page 32 of the Budget and 
Accounting Report, the Commission made the following statement, 
and I quote: 

The above recommendation does not intend in any way to criticize the 
activities of the Comptroller General in connection with the joint account- 
ing improvement program. 

The accomplishments of this program, which are largely attributable to 
the General Accounting Office, have been noteworthy and cooperation between 
the General Accounting Office and the executive agencies must, of course, be 
continued. 

You will recall that Mr. Stewart, when he was before the sub- 
committee last week, reiterated that statement. 

In dealing more specifically with the Comptroller General’s re- 
sponsibility for prescribing principles and standards, and standards 
is one of the points involved here, the Commission had this to say 
on page 58, and I quote: 

The Comptroller General’s responsibility for prescribing the principles, 
standards, and related requirements for accounting to be observed by each 
executive agency has resulted in his issuing a statement of accounting prin- 
ciples and standards for guidance of the agencies. 

These principles and standards which were developed in consultation with 
the executive branch have been set broadly, are sound, and permit flexibil- 
ity in their appplication. ‘They have been helpful and in our opinion are 
in complete harmony with the proper objectives of accounting improvement 
in the executive branch. 

I won’t read the rest of the quote as the issue here involved is 
principles and standards. 

The General Accounting Office does not understand that the rec- 
ommendations of the Hoover Commission for the establishment of 
a staff office of accounting in the Bureau of the Budget was in- 
tended in any way to impinge upon or lessen the effectiveness of 
the prescribing function carried out by the Comptroller General 
as an agent of the Congress, or the cooperative systems work of 
the General Accounting Office with the executive agencies. 

This conclusion is in keeping with our discussion with the chair- 
man of the task force which originated the recommendation. As 
yreviously testified, we believe it is desirable to strengthen the ef- 
forts of the Bureau of the Budget to contribute to accounting im- 
provements throughout the executive branch and, although we ques- 
tion the desirability of providing for a specific office within the 
Bureau of the Budget by statute, we believe that the establishment 
of such an office administratively by the Director will be helpful 
in tying budgeting and accounting together and is in no way in- 
compatible with the continued exercise of its responsibilities by 
the enon Accounting Office as provided in the Budget and Account- 
ing Procedures Act of 1950. 
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We firmly believe that the authority to prescribe the principles, 
standards and related requirements for accounting to be observed 
by the executive agencies should remain with the Comptroller Gen- 
eral, and that the General Accounting Office should continue its 
cooperative systems work with the executive agencies. 

Senator Krennepy. Is there any other comment you care to make? 

Mr. Brasrrecp. No, I think that covers it, Mr. Chairman. 

Senator Kennepy. Fine, and thank you very much. We will now 
receive testimony on S. 3362. The first witness will be Mr. William 
F. Finan, Assistant Director for Management and Organization of 
the Bureau of the Budget. Before Mr. Finan takes the stand, I de- 
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sire to insert in the record a committee print of 8. 3362 which incor- 
porates certain amendments agreed to by the agencies affected. Mr. 
Finan, will you proceed / 


[Committee print, March 27, 1956] 
[S. 8362, 84th Cong., 2d sess.] 
A BILL To simplify accounting, facilitate the payment of obligations, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, exeept as etherwise provided by law, 
(a) the account for each appropriation available for obligation for a definite 
period of time shall, upon the expiration of such period, be closed as follows: 

(1) The obligated balance shall be transferred to an appropriation account of 
the setHeity agency or subdivision thereof responsible for the liquidation of the 
obligations, in which account shall be merged the amounts so transferred from 
all appropriation accounts for the same general purposes ; and 

(2) The remaining balance shall be withdrawn and, if the appropriation was 
derived in whole or in part from the general fund, shall revert to such fund, 
but if the appropriation was derived solely from a special or trust fund, shall 
revert, unless otherwise provided by law, to the fund from which, derived: 
Provided, That when it is determined necessary by the head of the agency con- 
cerned that a portion of the remaining balance withdrawn is required to liquidate 
obligations and effect adjustments, such portion of the remaining balance may be 
restored to the appropriate account established pursuant to this Act: Provided 
further, That the head of the agency concerned shall make such report with re- 
spect to each such restoration as the Director of the Bureau of the Budget may 
require. 

(b) The transférs and withdrawals required by subsection (a) of this section 
shall be made— 

(1) not later than September 30 of the fiscal year immediately following 
the fiscal year in which the period of availability for obligation expires, in 
the case of an appropriation available both for obligation and disbursement, 
on or after the date of approval of this Act; or 

(2) not later than September 30 of the fiscal year immediately following 
the fiscal year in which this Act is approved, in the case of an appropriation 
which, on the date of approval of this Act, is available only for disbursement. 

(c) For the purposes of this Act, the obligated balance of an appropriation 
account as of the close of the fiscal year shall be the amount of unliquidated 
obligations applicable to such appropriation less the amount collectible as repay- 
ments to the appropriation #8 ef the elese ef the Aseal year as reported pursuant 
to section 1311 (b) of the Supplemental Appropriation Act, 1955 (68 Stat. 830; 
31 U. S. C. 200 (b)). Collections authorized to be credited to an appropriation 
but not received until after the close of the fiscal year in which such appropri- 
ation expires for obligation shall, unless otherwise authorized by law, be credited 
to the appropriation account into which the obligated balance has been or will 
be transferred, pursuant to subsection (a) (1), except that collections made by 
the General Accounting Office for other Government agencies may be deposited 
into the Treasury as miscellaneous receipts. 

(d) The transfers and withdrawals required made pursuant to subseetion 
subsections (a) and (b) of this section shall be accounted for and reported as 
of the fiscal year in which the appropriations concerned expire for obligation, 
except that such transfers of appropriations described in subsection (b) (2) 
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of this section shall be accounted for and reported as of the fiscal year in which 
this Act is approved. 

Sec. 2. Each appropriation account established pursuant to this Act shall be 
accounted for as one fund and shall be available without fiscal year limitation 
for payment of obligations chargeable against any of the appropriations from 
which such account was derived. Subject to regulations to be prescribed by 
the Comptroller General of the United States, payment of such obligations may 
be made without prior action by the General Accounting Office, but nothing 
contained in this Act shall be construed to relieve the Comptroller General of 
the United States of his duty to render decisions upon requests made pursuant 
to law or to abridge the existing authority of the General Accounting Office 
to settle and adjust claims, demands, and accounts. 

Sree. 3. (a) Appropriation accounts established pursuant to this Act shall be 
reviewed periodically but at least once each fiscal year, by each setivity Fespen- 
sible fer the Hevidation of the ebligations chargeable te steh seestnts cvency 
concerned. If the undisbursed balance in any account exceeds the obligated 
balance pertaining thereto, the amount of the excess shall be withdrawn in the 
manner provided by section 1 (a) (2) of this Act; but if the obligated balance 
exceeds the undisbursed balance, the amount of the excess sheH may be trans- 
ferred to such account from the appropriation currently available for the same 
general purposes. <A review shall be made as of the close of each fiscal year 
and the transfers or withdrawals required by this section accomplished not later 
than September 30 of the following fiscal year, but the transactions shall be 
accounted for and reported as of the close of the fiscal year to which such review 
pertains. A review made as of any other date for which transfers or with- 
drawals are accomplished after September 30 in any fiscal year shall be accounted 
for and reported as transactions of the fiscal year in which accomplished. 

(hb) Whenever a payment chargeable to an appropriation account established 
pursuant to this Act would exceed the undisbursed balance of such account, 
the amount of the deficiency may be transferred to such account from the 
appropriation currently available for the same general purposes. Where such 
deficiency is caused by the failure to collect repayments to appropriations merged 
with the appropriation account established pnrsuant to this Act, the amount of 
the deficiency may be returned to such current appropriation if the repayments 
are subsequently collected during the same fiseal year. 

(c) In connection with his audit responsibilities, the Comptroller General of 
the United States shall report to the head of the agency concerned, to the Seec- 
retary of the Treasury, and to the Director of the Bureau of the Budget, re- 
specting operations under this Act, including an appraisal of the unliquidated 
obligations under the appropriation accounts established by this Act. Within 
thirty days after receipt of such report, the agency concerned shall accomplish 
any actions required by subsection (a) of this section which such report shows 
to be necessary. 

Sec. 4. During the fiscal vear following the fiscal year in which this Act 
becomes effective, and under rules and regulations to be prescribed by the 
Comptroller General of the United States, the undisbursed balance of the appro- 
priation account for payment of certified claims established pursuant to section 
2 of the Act of July 6, 1949 (63 Stat. 407; 31 U. S. C. 712b), shall be closed 
in the manner provided in section 1 (a) of this Act. 

Sec. 5. The obligated balances of appropriations made available for obliga- 
tion for definite periods of time under discontinued appropriation heads may 
be merged in the appropriation accounts provided for by section 1 hereof, or in 
one or more other accounts to be established pursuant to this Act for discon- 
tinued appropriations of the aetivity avency or subdivision thereof currently 
responsible for the liquidation of the obligations. 

Sec. 6. The unobligated balances of appropriations which are not limited 
to a definite period of time shall be withdrawn in the manner provided in section 
1 (a) (2) of this Act whenever the head of the agency concerned shall determine 
that the purpose for which the appropriation was made has been fulfilled 
or will net be undertaken er continued: or, in any event, whenever disbursements 
have not been made against the appropriation for two full consecutive fiscal 
years: Provided, That amounts of appropriations not limited to a definite period 
of time which are withdrawn pursuant to this section or were heretofore with- 
drawn from the appropriation account by administrative action may be restored 
to the applicable appropriation account for the payment of obligations and for 
the settlement of accounts. 
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Sec. 7. The following provisions of law are hereby repealed. 

(a) The proviso under the heading “Payment of certified claims” in the Act 
of April 25, 1945 (59 Stat. 90; 31 U.S. C. 690) ; 

(b) Section 2 of the Act of July 6, 1949 (63 Stat. 407; 381 U. S. C. 712b), but 
the repeal of this section shall not be effective until June 30, 1957 ; 

(c) The paragraph under the heading “Payment of certified claims” in the 
Act of June 30, 1949 (63 Stat. 358; 31 U. 8S. C. 712c) ; 

(d) Section 5 of the Act of March 3, 1875 (18 Stat. 418; 31 U. S. C. 713a) ; and 

(e) Section 3691 of the Revised Statutes, as amended (31 U. 8S. C. 715). 

(f) Any provisions (except those contained in appropriation Acts for the 
fiscal years 1956 and 1957) permitting an appropriation to remain available for 
expenditure for any period beyond that for which it is available for obligation, 
but this subsection shall not be effective until June 30, 1957. 

Sec. 8. The provisions of this Act shall not apply to the appropriations for the 
District of Columbia or to the appropriations disbursed by the Secretary of the 
Senate or the Clerk of the House of Representatives. 

Sec. 9. The inclusion in appropriation Acts of provisions excepting any ap- 
propriation or appropriations from the operation of the provisions of this Act 
and fixing the period for which each appropriation or appropriations shall remain 
available for expenditure is hereby authorized, 


STATEMENT OF WILLIAM F. FINAN, ASSISTANT DIRECTOR FOR 
MANAGEMENT AND ORGANIZATION, BUREAU OF THE BUDGET; 
ACCOMPANIED BY WILLIAM J. ARMSTRONG, CHIEF, ACCOUNTING 
GROUP, BUREAU OF THE BUDGET 


Mr. Finan. Mr. Chairman, I appreciate this opportunity to elabo- 
rate upon our testimony of last week in support of S. 3362. The par- 
ticular point that 1 would like to offer this morning involves the testi- 
mony in which the Department of Defense expressed concern about 
the possible effect of this bill, or, perhaps, I should be more precise 


and say one particular feature of the bill, upon the operations of the 
Department of Defense. 

The provision of the bill in question involved the writeoff within 90 
days after the close of a fiscal year of the unobligated balance of an 
appropriation, with further provision that if subsequently in the 
liquidation of valid claims, the residual balance representing unliqui- 
dated obligations proved inadequate to cover the claims in question, 
the Department should, in effect, dip into its current counterpart ap- 
propriations to make up the difference. 

The Defense Department was concerned that under escalator clauses 
of contracts or possibly for other reasons they would be forced into a 
situation in which they would have to come to Congress for supple- 
mental appropriations in a current year by reason of writeoffs of 
unobligated balances of prior year appropriations. 

Since the Bureau and the representatives of Treasury, General Ac- 
counting Office, and Defense, testified last week, we have had further 
consultations about this matter and are offering an additional amend- 
ment to S. 3362 which we all believe will eliminate the possibility of 
developments of the kind that the Defense Department expressed so 
much concern about. 

I have supplied the reporter with a copy of our proposed amendment 
and, as a matter of fact, a day or two ago I also provided drafts to 
the staff of the subcommittee. 

(The amendment to S. 3362 proposed by Mr. William F. Finan, 


follows: On page 2, line 6, change the period to a colon and add the 
following: 
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Provided, That when it is determined necessary by the head of the agency con- 
cerned that a portion of the remaining balance withdrawn is required to liquidate 
obligations and effect adjustments, such portion of the remaining balance may 
he restored to the appropriate account established pursuant to this act: Provided 
further, That the head of the agency concerned shall make such report with 
respect to each such restoration as the Director of the Bureau of the Budget 
may require. 

On page 4, line 13, change the word “shall” to “may.”) 

That amendment would be in the form of a proviso which would—to 
convert the technical language of the amendment to laymen’s lan- 
guage—authorize the head of a department, in the event the remain- 
ing ‘balance in an old appropriation account proved insufficient to 
liquidate valid obligations, restore a portion of the balance that had 
been written off previously in an amount sufficient to cover the differ- 
ence and enable him to pay the valid claims. 

It would also contain a further proviso that would require the de- 
partment head who made such an adjustment to report to the Director 
of the Bureau of the Budget at such time and with such explanatory 
material and so on as the Budget Director might require. 

The purpose of that reporting provision is not to put the Budget 
Director in a position of reviewing and either approving or disap- 
proving the action of a department. head. We believe the authority 
and responsibility should clearly remain with the department head, 
but we think that the Budget Bureau should be aware of transactions 
of this kind should they develop. There is a fair possibility that none 
would ever develop under this provision, but should it occur we could 
investigate it and determine what the causes were and see if it were pos- 
sible to initiate corrective action. We think it is most unlikely as 
a practical matter that it will ever be necessary for a department head 
to use the authority that would be given him under this proviso which 
really amounts to authority to go back and correct an error he made in 
underestimating his outstanding obligations during this 90-day pe- 
riod after the close of a fiscal year. 

Senator Kennepy. The language on page 2, line 11, “effect adjust- 
ments,” that would only cover the purchase of goods authorized by 
the Congress and where there might be an esc alator clause. That 
type of case would be the only type of adjustments authorized by the 
Congress ; is that right? 

Mr. Frnan. That is right, sir, and it would only enable him to liqui- 
date obligations inc urred duri ing the fiscal year in question and which 
were otherwise completely v ralid and proper claims against the Gov- 
ernment. 

The present situation, Mr. Chairman, as you know, is that these un- 
obligated balances are not now written off. They are carried over at 
the end of 2 years and show up in the Certified C leinha Account in the 
Treasury Department. 

One of the advantages of this bill would enable us to reduce, at least 
to some extent, these apparent carryovers of unobligated appropria- 
tions which would introduce a greater element of precision and 
integrity into the books of the executive branch, 

The authority that is given here is really one of enabling a depart- 
ment head to correct an error which was made—in other words, there 
may have been an order let, or some other valid obligating action taken 
which, for one reason or other, didn’t get recorded in the books ind 
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it shows up later and it is a perfectly proper claim against the Govern- 
ment and must be paid. 

These escalator clauses can also enter into the picture. The others 
are straight out and what might be called bookkeeping errors that 
might enter into the picture. It should be borne in mind that this 
single, old account that would be provided for here would be one into 
which would be transferred the balances of all prior years that still 
contained wnliquidated obligations, so that we think there is a very 
reasonable presumption that for every claim that is in excess of the 
original obligation, we will have one or more claims that will come 
in on the low side and balance it out. 

So we frankly think that this proviso, which we are perfectly satis- 
fied with and are willing to recommend, be included in the bill, is one 
that is most unlikely to be used. 

On the other hand, if it is used, we want the Budget Director to 
know about it because we think it may expose the kind of situation that 
wasn’t anticipated in one form or another that should involve some 
corrective action. The corrective action, of course, couldn’t be in 
the form of a refusal to pay a claim because by that time, shall we say, 
the water is long since over the dam. You would have to deal with 
similar situations that might develop in the future. 

Senator Kennepy. Are you finished with your testimony ? 

Mr. Frnan. I am finished, sir. 

Senator Corron. Could this provision be used to restore previously 
returned balances from several years back ? 

Mr. Frvan. I am not sure I understand your question. 

Senator Corron. I am just wondering how much actual protection 
this word “adjustments” has. I mean, could this amendment be used 
if a department head desired to do so, to go back and restore the 
previously returned balance of an appropriation for more than 1, 2, 
or 3, or for several previous years, and get it back into his control ¢ 

Mr. Finan. Not in the sense that it would give him authority, Sena- 
tor, to use it for new purposes during the current fiscal year when this 
issue came up. 

An appropriation, as you know, really gives the Department head 
authority to do two things—one, is to obligate the money, to hire 
people, let contracts, issue purchase orders, and so forth. The other is 
authority to spend the money which is to pay his people after he has 
hired them and pay his contractors and pay his bills and so on. 

Now, the authority to obligate, that is, to hire people or to initiate 
contracts and so on, under an annual appropriation expires on June 
30 of each year, and that provision is in no way affected by this bill. 

Under the present situation, however, the entire balance. of his ap- 
propriation which is both unobligated and unspent is carried over on 
his books for 2 years during which time he can continue to pay claims, 
but he cannot further obligate any of his unobligated balances. In 
other words, he can’t buy anything with this that was not ordered on or 
before June 30. 

Senator Corron. This last statement you just made is under this 
current bill? 

Mr. Frnan. I am talking about the current situation. 

Senator Corron. Now? 

Mr. Frxan. Yes, sir, now. You can point it up with a simple 
illustration. Let’s say you had an neeegeiathn for £1 million a year. 
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For one reason or another, you might not find it necessary to use or 
obligate over $900,000 of it. U nder the present situation you would 
still carry over on your books and 2 years later transfer to the books 
of the Treasury so much of the $1 million as was still uns pent and 
the portion of it, in this case $100,000, which was unobligated. 

Under this bill, 90 days after the close of the fiscal year you would 
write off the $100,000 of unobligated appropriation and then you 
would carry on your books so much of the remainder as has yet not 
been spent ‘but which was obligated. In other words, bills that you 
hadn’t received yet. 

Senator Corron. I truly understand all that, but the point is that 
the amendment, if I can see its purpose, is that a department head, 
after that 90 days expired and after the unobligated had been can- 
celed or written off, however you phrased it, if he finds he made an 
error and obligated a little more than he realized, can recapture it. 
Is that right, under this amendment ? 

Mr. Finan. Only to the extent that if he gets a claim which exceeds 
the total balance remaining in this appropriation and that claim was 
a valid claim and at the time he let the contract or issued the purchase 
order it was in the fiscal year in question and he had at that time 
available funds to do it. Only then could he make an adjustment in 
his books tht would recapture enough of what he had written off to 
enable him to have a sufficient balance to pay the claim. 

Senator Corron. That is exactly what I thought I said. In other 
words, if he has committed $750,000 of $1 million and ap yparently 
the other $250,000 was not committed, was unspent, automatically, 
under this bill, it would go off his books. 

Mr. Frnan. That is correct, sir. 

Senator Corron. But, if he discovered later that actually the pur- 
pose for which he committed the $750,000 climbed to $800,000 he can 
get that extra $50,000, is that correct? 

Mr. Finan. Only in the event that other transfers into this account 
had also been exhausted and he needed the $50,000 in the account to 
bring it up to an amount that would enable him to liquidate his claims, 
because this account will contain transfers from a number of prior 
years, 

Senator Corron. Well, what control, if any, would Congress have 
over these restorations? I mean by “restorations” what is covered 
by this proposal. 

Mr. Finan. In terms of direct control, that is whether the depart- 
ment head would have to come to either a congressional committee 
or anywhere else in the Congress in order to make this accounting 
adjustment, the Congress wouldn’t get involved in it. 

Senator Corron. What know ledge, if any, would Congress have 
of these transactions ? 

Mr. Finan. The normal audits of the General Accounting Office 
which, under the provisions of the bill, call for a review of their 
accounts annually and, of course, the individual transactions come 
under the normal postaudit operations of the General Accounting 
Office. 

Senator Corron. Would the Bureau of the Budget have any control 
over these so-called restorations ? 

Mr. Finan. Not control, except that the transactions would be re- 
ported to us and it would then put us in the position of investigating 
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and determining what happened and determining whether any cor- 
rective action was taken to prevent future occurrences. 

Senator Corron. By “corrective action,” do you mean by legisla- 
tion ? 

Mr. Frnan. It could take several forms, Senator Cotton. It could 
indicate that an agency had a very poor set of books, that within 90 
days after the close of a fiscal year they really didn’t know what 
their outstanding obligations were, which would suggest that we 
ought to move in ‘through the joint accounting program ‘and help the 
agency get the books in ‘order. 

Senator Corron. Would the Bureau of the Budget report to Con- 
gress on actions taken under this proviso, this amendment ? 

Mr. Frvan. This amendment as written would not require the 
Bureau of the Budget to make reports under this provision. 

Senator Corron. You say you believe, as a practical matter, any 
claims that came in that required more money than was anticipated, 
when the unspent portion was written off the books, would be counter 
balanced, undoubtedly, by instances in which not as much money was 
required to meet claims as was originally anticipated / 

Mr. Finan. That is correct, sir. The trend tends to be that way in 
most appropriations. 

Senator Corron. I understand that, but how do we know what safe- 
guard we have to know that if that situation is true, that the head 
of the department will balance off those savings against the funds 
that he had to recapture ? 

Mr. Finan. He would be required to do that under the provisions 
of this bill. 

Senator Corron. But who checks on him—who polices him ? 

Mr. Finan. The General Accounting Office, sir. These accounts 
are reviewed once a year. 

Senator Corrox. And supposing the General Accounting Offic: 
finds that he hasn*t balanced those. What do they do about it? 

Mr. Finan. They would report that to the Congress, sir, 

Senator Corron. Report it to Congress ? 

Mr. Frxan. Yes, sir, and as I would interpret the way this bill is 
written, Senator, action of that kind would be a violation of the pro- 
visions of this bill. In other words, a violation of the law. 

Senator Corron. I am not suggesting a great many department 
heads or any department head might consciously do that, but I have 
sat on appr ‘opriation committees and we all know that departments 
many times are seeking to keep control of their funds. 

I won’t take up any more time, Mr. Chairman. It just seems I am 
a little bit surprised to find that everybody is unanimous about the 
adoption of this amendment. By curbstone judgment and my first 
consideration of it when I read it, it just seemed to me that it opened 
up tremendous loopholes in this bill and nullified much of the effect of 
the bill. I have to be convinced that it doesn’t. 

Mr. Finan. Our only criticism of this amendment, Senator, is we 
doubt the necessity of it, but we think it is perfectly harmless. The 
current situation is one in which all of these balances, including the 
unobligated portions, are carried forward, so the initial effect of this 
bill is a substantial tightening up of the situation. There is no way, 
under either the current situation or this bill, which would enable a de- 
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partment head to obligate under any 1 appr opr iation in 1 fiscal year 
more than was initially appropriated by the Congress. That ironclad 
limit exists both under the situation that exists today and it would also 
exist under the situation under this bill. 

Senator Corron. But it is your studied judgment, from your know]l- 
edge and experience in these matters and which certainly exceeds mine 
and probably most of the Members of Congress, that these accounts are 
likely to balance, and that this provision, it seems to me, is unneces- 
sary. 

Why do you need it if in almost all instances it is likely that those 
accounts where less money is required will counterbalance the ones 
where they have found a mistake and more money is required? Why, 
then, you don’t need this provision, and if you need this provision, why 
it just presupposes that that situation is not good and that it exists. 

Mr. Finan. We are agreeing with this provision, Senator Cotton, 
strictly to remove the objections of the Department of Defense to the 
legislation. 

‘We rec ognize that the Department of Defense has a number of very 
difficult and acute problems. The character of the responsibilities of 
the Defense Department is such that we want to be extremely careful 
that we don’t, in an effort to improve bookkeeping, interfere in any way 
with the national defense, even to the most minor degree. They are 
concerned, they are worried, that in the absence of this, they could get 
into trouble on current appropriations with possible repercussions on 
effective programing and in terms of their relationships with the Ap- 
propriations Committee and a number of other matters. 

Solely for those reasons and because we doubt that a situation is 
likely to arise under which this proviso will be used, we are perfectly 
agreeable to seeing it included in the bill. 

Senator Corron. Have your legal people passed on it? Are they 
sure it is constitutional and doesn’t open the way for expenditures 
without appropriations by Congress ? 

Mr. Finan. Yes, sir; I understood you were concerned about this 
provision of the bill in that respect and I discussed with our legal 
staff last night these issues and they tell me they are perfect ly satistied 
that there is no problem of that kind involved in this provision. 

Senator Kennepy. Do you think it would be of any assistance in 
meeting the problem that Senator Cotton suggested if we had the re- 
port made to the General Accounting Office or the Appropriations 
Committee of Congress so that we would all be reassured ? 

Mr. Finan. We wouldn’t have any objection to requiring reports 
under this proviso either to the General Accounting Office or the Ap- 
propriations Committee, Mr. Chairman. 

As I say, we think you will get few, if any, such reports. 

Senator Kennepy. Mr. Bordner, do you feel that would be a satis- 
factory amendment to the amendment suggested on page 2, to require 
that these reports be filed with the G. \O and perhaps give the Con- 
gress a little more information about it? 

Mr. Borpner. Yes, Mr. Chairman, I think that is perfectly in order. 

(The amendment proposed for section 1, page 2 of the committee 
print is as follows :) 

: Provided, That when it is determined necessary by the head of the agency con- 
cerned that a portion of the remaining balance withdrawn is required to liqui- 
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date obligations and effect adjustments, such portion of the remaining balance 
may be restored to the appropriate account established pursuant to this Act: 
Provided further, That the head of the agency concerned shall make a report 
with respect to each such restoration to the chairman of the Committees on Ap- 
propriation of the Senate and the House of Representatives, to the Comptroller 
General of the United States, and to the Director of the Bureau of the Budget. 

Senator Kennepy. This amendment on page 8 would permit the 
Appropr lations Committee to excuse any department or agency from 
the provisions of this act, as I underst: und it. 

Mr. Finan. That is correct, sir. 

Senator Kennepy. We will excuse you just for a minute, Mr. Finan. 
We would like to have Mr. Bordner from the Defense Department 
take the witness chair for a few minutes. 


STATEMENT OF HOWARD W. BORDNER, DEPUTY COMPTROLLER 
FOR ACCOUNTING POLICY, DEPARTMENT OF DEFENSE 


Senator Corron. You heard the questions that I asked of Mr. Finan 
about this provision and the doubts that I had in connection with it 
and I thought due to the fact that none of us want to hamper the 
Department of Defense, certainly, you might have some comment on 
this and you might reassure us. 

Mr. Borpner. I don’t know that I can add much to the comments 
of Mr. Finan. I think he made the point that first you could not 
obligate the old account for any new obligations. It could only be 
used to adjust and liquidate or remove obligations, legitimately in- 
curred prior to the end of the respective fiseal year on which the ap- 
propriation expired. 

I think, second, he made the point that you could not restore, by 

this proposed amendment, any sums except first as required to meet 
payments under the obligations, legitimately incurred, and in no 
ease could you restore more than the 4 se amount which had 
lapsed, reverted to the Treasury, so to speak, and I think, third, 
he made the point, in comparison with the present situation, where 
those sums are carried under the certified claims account, even beyond 
the 2-year period. In other words, there would be returned to the 
Treasury, by this amendment, amounts in advance of what is now 
the current situation. 

He has indicated also that the General Accounting Office would 
naturally audit the appropriation account. 

I think I might add just one point. I believe it would be normal 
procedure for the Treasury Department to check on the amounts 
that might be requested for restoration and refuse to restore anv 
amount which could not be legitimately restored based on the original 
amounts which had lapsed. 

Senator Corron. Where do you find the authority for that in the 
proviso? 

Mr. Borpvner. I find it only by implication. 

Senator Corron. Could you go back several years on a transaction 
and recapture the appropriation ? 

Mr. Borpner. Yes; if justified, but again, Mr. Finan made the point 
that the bill in its other provisions requires the head of the agency ot 
all times to measure the adequacy of the balance, and if you have 
enough funds in the appropriation, because certain obligations have 
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been liquidated at less than the amounts originally estimated, you 
would have those funds available and they would have to be used 
first before you even made a request for restoration. 

There is also in the bill, I believe, a proviso that as the agency 
establishes the fact that there are excessive funds available in the 
prior years’ appropriations as a result of liquidation of obligations 
at less than the amounts asked for, those excesses would also have to 
be canceled or lapsed. 

Senator Corron. Is it your opinion with respect to the Defense De 
partment, you agree with Mr. Finan as a man of practical experience, 
that the overage on some would balance the inadequacy of others so 
that the two would balance / 

Mr. Borpner. Not entirely. That would be true in some appropri 
ations perhaps, but not in others. 

Our problem, Senator, I believe is largely in those annual appro- 
priations where we have a mixture of procurement. While we use 
no-year appropriations | generally for procurement, we have certain 
cases, particularly the Navy, as has been testified to, where there is 
a certain amount of procurement under the annual appropriations and 
it is largely in connection with those appropriations where the con- 
tracts contain escalator clauses and so forth. And I think in those 
appropriations, it would not be at all unusual to use this privilege. 

Senator Corron. So you feel that for the safety of our program of 
national defense you must have something in there to enable the head 
of your Department, without seeking any more authority from Con- 
gress, without anything from Congress, but simply notifying and 
reporting to it afterward and to the Bureau of the Budget, be able to 
recapture those parts of lapsed appropriations that were found to be 
necessary to complete the transactions for which they were originally 
appropriated. 

Mr. Borpner. Yes, Senator, but also in recognition of the fact that 
the authority had once been obtained from the Congress to cover that. 
It isn’t the same as escaping, going to Congress for the : authority. 

Senator Corron. Assuming that this bill should become law, the 
whole purpose of this bill, as I understand it, is to cause those appro- 
priations unused, unobligated, portions of those appropriations to go 
off the books and lapse. 

Assuming this bill is on the statute books, it would be a recapturing 
of funds previously appropriated that had lapsed, is that right ¢ 

Mr. Borpner. Yes, sir. 

Senator Kennepy. Mr. Bordner, is this bill satisfactory to the 
Defense Department ? 

Mr. Borpner. It is. 

Senator Kennepy. Thank you very much. 

The hearing on S. 3362 is now ended. The hearing on S. 3199 is 
recessed subject to the call of the Chair. The subcommittee will go 
into executive session and I would like the officials from the General 
Accounting Office to wait, please. I want to thank the rest of you for 
coming here tod: Ly. 

(W hereupon, at 10:50 a. m., the subcommittee went into executive 
session. ) 

At the conclusion of the hearings, Chairman Kennedy of the Subcommittee 


on Reorganization requested the representatives of the Bureau of the Budget, 
the Department of the Treasury, and the Office of the Comptroller General, 





244 BUDGETING AND ACCOUNTING 


in cooperation with the staff of the subcommittee to redraft a new bill to include 
the suggested amendments upon which there was general agreement. The new 
bill, S. 3897, was introduced in the Senate on May 21, 1956. 


(Subsequently, the following communications relating to S. 3199 
were received by the subcommittee :) 


PrIicE WATERHOUSE & Co., 
New York, N. Y., March 27, 1956. 
Hon. JOHN F. KeENNeEpy, 
Chairman, Subcommittee on Reorganization, Senate Committee on Govern- 
ment Operations, Senate Office Building, Washington, D. C. 

Drar SENATOR KENNEDY: In connection with the consideration of Senate bill 
3199 by vour subcommittee, I am sending you herewith 10 copies of a letter dated 
November 15 from the Professional Council on Federal Financial Administra- 
tion to the Honorable William L. Dawson, chairman, Committee on Government 
Operations of the House of Representatives. This letter sets forth in some detail 
the views of the council on the Hoover Commission’s report to the Congress on 
budget and accounting. Inasmuch as Senate bill 3199 is designed to implement 
many of the recommendations of the Hoover Commission report, the views of 
the council are pertinent to the provisions of the bill. 

The Professional Council on Federal Financial Administration, of which I am 
chairman, was organized approximately 5 years ago in order to provide an inde- 
pendent group of persons who are qualified by education and experienced in 
governmental accounting and financial matters for consultation to the executive 
and legislative branches of the Government. The council has kept closely in 
touch with the progress of the joint committee for improvement in accounting 
in the Federal Government carried out in recent vears through cooperative effort 
of the General Accounting Office, the Bureau of the Budget and the Treasury 
Department. The council has made an extended study of the Hoover Commis- 
sion Report on Budget and Accounting as well as the related task force report. 
Accordingly I believe that the comments in the accompanying letter merit your 
consideration and incorporation in the record of the hearings of the Subcommittee 
on Reorganization. 

Sincerely yours, 
PAuL GRApyY. 


THE PROFESSIONAL COUNCIL ON FEDERAL FINANCIAL ADMINISTRATION, 
November 15, 1955. 
Hon. WiLIAM L. DAWSON, 
Chuirman, Committee on Government Operations, House of Representatives. 

Dear Mr. CHAIRMAN: The Professional Council on Federal Financial Admin- 
istration is submitting herein its views on the recommendations of the Hoover 
Commission on budget and accounting for the consideration of the Committee on 
Government Operations of the House of Representatives. 

The Professional Council on Federal Financial Administration was organized 
approximately 5 years ago in order to have an independent group of persons, who 
are qualified by education and experience in governmental accounting and finan- 
cial matters, available for consultation to the Government and other public or- 
ganizations. The council has kept closely in touch with the progress in the joint 
program for improvement in accounting in the Federal Government carried out 
in recent years through cooperative effort of the General Accounting Office, the 

3ureau of the Budget, and the Treasury Department. As a basis for this letter, 

the council has studied the Hoover Commission’s report to the Congress on budget 
and accounting and the related task force report and has held extensive meetings 
with the chairman of the task force and with representatives of the General Ac- 
counting Office, Bureau of the Budget, and the Treasury Department. 

The council enthusiastically endorses the underlying concepts that are embodied 
in the Hoover Commission recommendations; namely, that budgeting and ac- 
counting for operating programs should be primarily in terms of the cost of 
resources consumed, and that budgeting and accounting of capital, or long lead 
time, programs should be primarily in terms of accrued expenditures. We have 
also studied the letter dated October 26, 1955, addressed to you by the Comptroller 
General of the United States and we are in agreement with many of his interpre- 
tative comments relating to particular recommendations or groups of recom- 
mendations. We shall deal with the 25 specific recommendations of the Hoover 
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“Commission -and refer to and endorse some of the Comptroller General's com 
ments without repetition in order to shorten and simplify this letter. 


RECOMMENDATIONS RELATING TO THE BUREAU OF THE BUDGET 
(Part Il Commission Report ) 


Recommendation No. 1 

(a) That the Bureau of the Budget expand and make more effective the dis- 
harge of its managerial and budgeting functions ; 

(b) That in order to do this, among other things, it should place in important 
agencies one or more well qualified employees whose duties should include con- 
tinuous year-round review, at the site of the agency, of agency budget prepara- 
ion and administration and other facets of the Bureau’s managerial responsi- 
bilities ; and 

(c) If necessary, the Congress should increase the resources of the Bureau 
if the Budget for that purpose. 

Recommendation No. 2 

That the executive agencies report annually to the Bureau of the Budget 
m the conduct of their operations. On the basis of the agencies’ reports and 
other available information, the Bureau should prepare for the President an 
annual report on performance for the executive branch as a whole. 
Recommendation No. 3 

That for management purposes, cost based operating budgets be used to de- 
termine fund allocations within the agencies, such budgets to be supplemented 
hy periodic reports on performance. 

We endorse these three recommendations. In respect of the first recommenda- 
tion we would emphasize the point that funds expended to increase the effec- 
tiveness of the Bureau of the Budget should be returned manyfold through 
disclosure of unnecessary and wasteful activities in various Government de- 
partments and agencies. In regard to the second and third recommendations 
we agree with the interpretative comments of the Comptroller General. 


RECOM MENDATIONS RELATING TO THE PERFORMANCE (OR PROGRAM) BUDGET 
(Part III Commission report) 


recommendation No. 4 

That the executive budget continue to be based upon functions, activities, and 
projects adequately supported by information on program costs and accomplish- 
ment, and by a review of performance by organizational units where these do 
not coincide with performance budget classifications. 
Recommendation No. 5 

That the agencies take further steps to synchronize their organization struc- 
tures, budget classifications, and accounting systems. 
Recommendation No. 6 

That executive agency budgets be formulated and administered on a cost 
basis. 

We endorse recommendations No. 4, 5, and 6 as well as the related comments 
of the Comptroller General. 


RECOMMENDATIONS RELATING TO RESTORATION OF CONGRESSIONAL CONTROL OF THE 
PURSE 


(Part 1Y Commission Report) 


Recommendation No. 7 

That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely charges for the cost of goods 
and services estimated to be received. 
Recommendation No. 8 


That legislation committing the Government to continuing expenditures for 
special programs which are not susceptible to the usual budgetary control ordi- 
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narily be enacted for a limited term in order to require periodic congressional 
review of their usefulness. 
Recommendation No. 9 

That the Bureau of the Budget keep such programs under continuing review, 
and the President’s budget contemplate amendments to them when their opera- 
tion conflicts with current budgetary policy. 

We endorse recommendations No. 7, 8, and 9. We also agree with the com- 
ments of the Comptroller General relating to recommendation No. 7. In refer- 
ence to this recommendation, the council points out that the report does not 
explain the means by which budgets and appropriations made on an accrued 
expenditures basis are to be tied in with other accounting and budgeting con- 
trols which, in accordance with recommendations 3, 6, and 14, are to be on a 
cost basis. We suggest that the appropriate agency take steps to clarify this 
matter. 


RECOMMENDATIONS RELATING TO ORGANIZATION FOR ACCOUNTING IN THE EXECUTIVE 
BRANCH 


(Part V Commission report) 
Recommendation No. 10 


That there be established under the Director of the Bureau of the Budget a 
new Staff Office of Accounting headed by an Assistant Director for Accounting, 
with powers and duties as follows: 

(a) To develop and promuigate an overall plan for accounting and reporting, 
consistent with broad policies and standards prescribed by the Comptroller 
General. These broad policies and standards should continue to be developed 
in cooperation with the executive branch. 

(b) To expedite, guide, and assist in the introduction of modern accounting 
methods in the executive agencies consistent with the overall plan. 

(c) To set reasonable but definite time schedules for performance and to 
watch progress. 

(d) To stimulate the building of competent accounting and auditing organi- 
zations in the executive agencies and to assist actively in the selection, training, 
and retention of capable personnel. 

(e) To report at least annually to the Budget Director with respect to the 
status of accounting in each of the executive agencies. 


Recommendation No. 11 


That as an aid to financial management the position of Comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency of ade- 
quate accounting and auditing systems and procedures in conformity with the 
provisions of the Budget and Accounting Procedures Act of 1950. 

(b) To direct the recruitment, training, and development of qualified account- 
ing personnel. 

(c) To develop and be responsible for reliable and informative financial reports 
for (1) internal managZement purposes and (2) for issue to the Congress and 
other executive departments or agencies. 

(d) To interpret and advise upon significant aspects of the financial reports. 

(e) To direct the preparation, and review execution of budgets prepared at 
operating levels for the information of top management which is responsible for 
budget policies. 


Recommendation No. 12 

That the selection of ageney Comptrollers and the building of competent 
accounting organizations in the executive agencies through the selection, train- 
ing, and retention of capable personnel be an important phase of the guidance 
and help to be given by the Assistant Director for Accounting in the Bureau 
of the Budget. 

We endorse recommendations Nos. 10, 11, and 12 and agree with the related 
comments of the Comptroller General. Our comments on recommendation No. 1 
are fully applicable to recommendation No. 10. 
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RECOMMENDATIONS RELATING TO ACCOUNTING PROCEDURES IN EXECUTIVE AGENCIES 
(Vart VI Commission report) 


Recommendation No. 13 

That the allotment system be greatly simplified. As an objective each oper- 
ating unit should be financed from a single allotment for each appropriation 
involved in its operations. 


Recommendation No. 14 

That Government accounts be kept on the accrual basis to show currently, 
completely, and clearly all resources and liabilities, and the cost of operations. 
Furthermore, agency budgeting and financial reporting should be developed from 
such accrual accounting. 
Recommendation No. 15 

That after appropriate accrual and cost accounting techniques have been estab- 
lished by the Government agencies, the creation or continuation of revolving 
funds should be reviewed to determine whether they will add to efficient 
management, 


Recommendation No. 16 

That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of their accounting systems. 
Recommendation No. 17 

That each department and agency be authorized to maintain a single account 


under each appropriation title or fund for controlling the amount available 
for the liquidation of valid obligations. 
Recommendation No, 18 

That vouchers which are otherwise valid but as to which appropriations have 
lapsed should not be referred as “claims” to the General Accounting flice, 
but should be settled within the agencies. 
Recommendation No. 19 

That the Comptroller General be given the authority to relieve accountable 
officers of financial liability except where losses result from their gross negli- 
sence or fraud. 


* * * * * * * 


We endorse recommendations No. 13 to 19, inclusive. We agree with the 
comments of the Comptroller General relating to recommendations No. 13 to 
18, inclusive. 

In further reference to recommendation No. 15, we are assured by the chair- 
man of the task force that there is no implied criticism of working capital funds 
now in existence, nor a presumption that the working capital device will become 
outmoded. 


RECOMMENDATIONS RELATING TO CENTRAL ACCOUNTING AND REPORTING 


(Part VII Commission report) 
Reconunendation No. 20 


That the Bureau of the Budget and General Accounting Office make a study 
to determine what can be done to eliminate: (@) Duplicate accounts within 
the Treasury Department; and (6) Duplicate accounting as between the Treas- 
ury Department and the various departments and agencies. 


Recommendation No. 21 

That increased and continuing emphasis be placed upon the review and mod- 
ernization of central fiscal reports by the Treasury Department to the end that 
they meet the changing requirements of the executive branch, the Congress, and 
the public. These fiscal reports should show the Government’s cash position 
and related cash transactions. 
Recommendation No, 22 


That Congress consider amending the Budget and Accounting Procedutes 
Act of 1950 to make the Bureau of the Budget responsible for developing com- 
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prehensive reports (other than purely fiscal reports) showing the financial 
results of the activities of the Government as a whole and of its major com 
ponent activities. 

We endorse recommendations No. 20, 21, and 22. The Comptroller General's 
comments regarding these recommendations deal mainly with the improvements 
already made or in prospect in the area of central accounting and reporting as 
a result of the cooperative program for improvement in accounting. Our com- 
mendations for the improvement in this and other areas will be expressed in a 
later part of this letter 


RECOMMENDATIONS RELATING TO THE DEPARTMENT OF DEFENSE 
(Part VIII Commission report) 


Recommendation No. 23 
That in selecting individuals for comptrollership, civilians with broad man 
ugement and accounting experience and competence be appointed. 


Recommendation No. 24 


That the comptrollers in the military departments be responsible only to 
the Secretary of their respective services, and that concurrent responsibility to 
a Chief of Staff or equivalent be discontinued. 

We endorse the objective in recommendation No. 23 of assuring competence of 
the individuals on whom responsibility for leadership in financial management 
is placed. However, we agree with the task force that competent personne! 
can be found in the military as well as in civilian ranks. Accordingly, if 
the military departments would recognize the need for career specialists and 
make appropriate changes in their rotation and promotion policies, we would 
agree with the task force recommendation that comptrollers could be either 
mnililtary or civilian or both. 

Nine of the members of this council endorse recommendation No. 24. Dr 
Anthony dissents. Although he recognizes that concurrent responsibility is 
usually unsatisfactory in a business organization, he believes that there are 
sound management reasons for continuing this concurrent responsibility in one 
or more of the military departments 
RECOMMENDATIONS RELATING TO AUDITING AND THE GENERAL ACCOUNTING OFFICE 

(Part IX Commission Report ) 
Recommendation No. 25 

That the Bureau of the Budget and the General Accounting Office be requested 
to make an intensive study to determine the adequacy of internal auditing ir 
Government agencies and what steps should be taken to improve it. 

We endorse recommendation No. 25. 

Many of the recommendations are closely interrelated and it is our view that 
the first 18 should be dealt with as a whole rather than separately. If all 25 
recommendations were adopted and properly implemented the executive depart 
ments and the Congress would have adequate data as a basis for decisions and 
for judging performance of the departments and agencies. Such information 
would include for each major program (1) past costs in relation to accomplish- 
ments, (2) resources available in terms of inventories and funds carried over, 
(3) estimated costs of all resources to be consumed in ensuing fiscal year, (4) 
estimated accrued expenditures needed to be authorized for ensuing fiscal year, 
and (5) new contracting authority needed for periods beyond such fiscal year. 
We cannot overemphasize the need for placing the Government’s accounting 
and budgeting on a synchronized cost basis, with costs determined in accordance 
with sound accrual accounting principles. The cost basis of accounting and 
budgeting as used in the Hoover Commission report means the reasonable ascer- 
tainment of resources used for major programs and by major centers of organiza- 
tional responsibility. It does not, in our opinion, contemplate intricate and 
detailed unit of production cost systems of the type associated with manufactur- 
ing operations. We make this distinction because it appears that a misunder- 
standing on this point may have caused dissents by two of the menrbers of the 
Commission. 

In concluding this letter, we wish to express our commendation for the sub- 
stantial improvement in accounting in the Federal Government which has been 
accomplished in recent years through the joint program of the General Accounting 
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Office, the Bureau of the Budget, and the Treasury Department. The progress 
made is a tribute in part to the technical competence of the individuals assigned 
to the joint program. To an even greater degree, it is attributable to the fine 
spirit of cooperation which has been developed between these agencies which 
share the responsibility for leadership in accounting and budgeting matters and 
to their understanding of the necessity for assisting each executive agency in the 
development of accounting and budgetary systems which will be most useful 
in meeting its financial and general management responsibilities. It is our view 
that the adoption of the Hoover Commission recommendations on budget and 
accounting will greatly forward the program for improvement and will in no 
way impede the cooperative working relationships. 
Respectfully submitted. 
Herbert S. Taggart, Robert N. Anthony, American Accounting Asso- 
ciation ; Raymond G. Lochiel, G. A. Mills, Controller’s Institute of 
America; Earle H. Cunningham, Charles J. Ghesquiere, Institute 
of Internal Auditors; Joseph M. Lowery, Joseph M. Cunningham, 
Municipal Finance Officers’ Association; Weldon Powell, Paul 
Grady, Chairman, American Institute of Accountants. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., March 28, 1956. 
Hon. JoHN F. KENNEpy, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR KENNEDY: The Chamber of Commerce of the United States 
favors enactment of principles and objectives of 8S. 3199. 

That measure would put into effect many proposals of the Commission on 
Organization of the Executive Branch of the Government for inproving the budget 
and accounting procedures of the Government. Performance budgeting and 
cost-based budgets have long been recognized as a highly desirable improvement 
in the Government’s budgetary process. There should be more effective control 
by the Bureau of the Budget over preparation and administration within the 
Government agencies. The Government has long needed an improved uniform 
accounting system on an accrual basis. 

Legislation such as S. 3199, directed at these objectives, would lead to much 
better fiscal administration by the Government, and should lay the groundwork 
for sizable savings in annual operating costs through more effective control over 
the spending activities of the various Government agencies. 

The Bureau of the Budget is to be commended for its recent action giving 
nore prominence to its accounting group. Legislation such as is ocntemplated 
would be of important help to that office by arming the Assistant Director in 
charge of this function with adequate authority to do his job, as well as by 
signifying that the program has congressional backing. 

We recognize that discretionary authority already exists under the Budget 
and Accounting Procedures Act of 1950 to put into effect many of these proposals. 
By passing that act, Congress indicated that action should be taken along these 
general lines, but relatively little has been done. We think it is time for 
mandatory legislation. 

The Government’s cash basis system of accounting and budgeting is extremely 
antiquated. Accrual accounting has been successfully used for many years by 
business concerns and is universally accepted as the standard method. Adop- 
tion of the accrual system would make it possible to do away with the system 
of appropriation carryovers and restore to Congress full control over the Govy- 
ernment’s fiscal operations——a control which has been lost in large measure in 
recent years as the carryover system has come into more extensive operation. 

It is recognized that it would take time to put the accrual accounting recom- 
mendations into effect. One problem here will be to adapt accrual accounting 
to the requirements of government. The ultimate result, however, will be to 
the advantage of the Government and its citizens. 

Performance budgeting, which this program would make possible, means 
primarily a fiscal program in terms of jobs to be done rather than in terms of 
the number of people to be hired, so many reams of paper to be purchased, or 
tons of food to be bought. It makes it possible to relate the things Government 
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does to their overall cost, and thus an appraisal of their worthwhileness in terms 
of dollars. 

The establishment of a comptroller setup for each department would appear 
to be a step forward. Many departments now have officers, and in some cases 
designated “comptrollers” and in others other designations. Development along 
this line, however, has not been uniform, and establishment of a Staff Office 
of Accounting to direct the Government’s accounting activities and to operate 
a new system of accounts is a commendable procedure. 

In view of these important considerations, we hope that your committee will 
report favorably a bill to put into effect these important proposals for improving 
the Government’s fiscal administration. 

I would appreciate it if you would make this letter a part of the record of 
your current hearings. 

Cordially yours, 
CLARENCE R. MILES. 


AMERICAN INSTITUTE OF ACCOUNTANTS, 
New York, N. Y., May 3, 1956. 
Hon. JoHN L. McCLeLLAN, 
Chairman, Committee on Government Operations, 


Y 


United States Senate, Washington, D. C. 

DEAR SENATOR McCLELLAN: The executive committee of the American Institute 
of Accountants has studied the recommendations of the Hoover Commission on 

fudget and Accounting as well as the related task-force report. The American 
Institute of Accountants is the national organization of certified public account- 
ants. We believe we are qualified to appraise these recommendations and have 
a responsibility to make our views known to the Committee on Government 
Operations of the Senate. 

It is general knowledge that budgeting and accounting in the Federal Govern- 
ment has not reached the same degree of effectiveness as an instrument providing 
essential information needed for sound management as has been attained in the 
field of business. The need for adequate and dependable information is even 
greater in Government because of the staggering aggregate of Government 
expenditures and because of the dependence of the top executive officials and of 
the Congress on such data as a basis for their decisions. 

It is important that budgeting and accounting go hand in hand. Both budgets 
and accounts should reflect actual performance in terms of incurred cost and 
not in terms of cash paid out. To insure control in the Congress of budgetary 
items with long lead time, annual review and ratification of such items by the 
Coneress should be required. 

We believe the Hoover Commission recommendations accomplish these ob- 
iectives. If fully adopted and properly implemented, they would provide the 
type of budgetary and accounting controls needed for good management in 
Government. Many of the recommendations, particularly the first 18, constitute 
an interrelated pattern which must be adopted as a whole in order to produce an 
effective system. We fully endorse the Hoover Commission recommendations 
on budget and accounting. 

If we can be of assistance to your committee in its consideration of this part 
of the Hoover Commission report and of S. 3199, please feel at liberty to call 
upon us, 

Resnectfully submitted. 

JouHN H. Zentey, Jr., President. 
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